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MODERN TENDENCIES IN 
PUBLIC UTILITIES 


BY HANS STAUDINGER 


Topay problems of public utilities, principally those of gas and 
electric service, boil in the cauldron of public controversy. News- 
papers and periodicals are filled with stories of investigations of 
malfeasance on the part of public utility companies—abuses in- 
flicted upon consumers as well as upon investors. On the one 
hand, critics point accusing fingers again and again at Insull’s 
Lake Shore bubble. Charges of watered stocks and deceptive 
write-ups never cease. Stricter and more penetrating control and 
supervision are demanded by consumers. On the other hand, 
public utility companies complain that public opinion is misled 
through the generalizing of single admitted scandals. Chiefly, 
however, public utilities protest vigorously against the now pend- 
ing Public Utility Holding Company Bill in the name of their 
so-called “trustee duty” toward shareholders. They argue pas- 
sionately that the proposed interference by the government is 
intended merely to pacify “the anger of the people” and does not 
take into consideration the economic, and especially the financial, 
requirements for the future development of these enterprises— 
indeed that it hinders the expansion of the industry and the con- 
struction of new plants which would give a general impetus to 
recovery. Such is the controversy of the day. But what of the 
underlying and basic difficulties in the public utility field? 

The purpose of this article is to inquire briefly whether this 
controversy has been occasioned by single, if enormous, scandals 
and by the nervousness resultant from the depression, or whether 
there are deeper economic reasons for this conflict, which of them- 
selves require consistently more and more public intervention— 
quite apart from current depression conditions—consequent upon 
their having pyramided overmuch their financial structures. 
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Thus this article will attempt to contribute to the understand- 
ing of the many problems of intervention and liberty in business. 

Two types of public utility problems stand out in bold relief. 
The first has to do with control and the fixing of rates—all those 
regulatory measures of which one thinks, especially in this coun- 
try, when public utilities are mentioned. A knowledge of them is 
prerequisite to an understanding of the second type of problems, 
those dealing with the dynamic development brought about by 
modern technology which in a revolutionary manner transforms 
present day relations in the economic organization of some public 
utilities in the direction of a planned order. 


I 


In order to comprehend the problems of regulation we must first 
ask what kinds of undertakings are designated as public utilities. 
No universal answer to this question is possible because of the 
diversity of practice in the different countries. The British list 
gas, water, electricity; railways and other forms of transportation; 
the postal service, the telegraph, telephone, broadcasting; public 
docks, canals, etc. All of these undertakings are subject to the 
legislative decrees of an omnipotent Parliament which sets up 
statutory regulations because these enterprises are affected with a 
public interest. In Great Britain Parliament determines what 
private businesses are to be designated as public utilities. 

In the United States those enterprises are recognized as public 
utilities which, similarly because of the public interest, are sub- 
ject to federal or state control. But here the courts ultimately 
decide whether the proposed or existing control is constitutional, 
especially whether or not it violates the Fifth or Fourteenth 
Amendment to the Constitution. According to this practice the 
federal government’s own enterprises, as for instance the postal 
system, not being subject to outside control, are not designated as 
public utilities. Private telegraphy was not a public utility until 
it was recently made subject to the control of a federal commis- 
sion. Gas and electricity, however, are now uppermost in the 
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public discussion. The bill pending before Congress is called the 
Public Utility Holding Company Bill, although it refers only to 
gas and electricity. 

In Germany we cannot fix a boundary for the undertakings to 
be defined as public utilities. The Reich government, the states, 
municipalities and other public bodies intervene in private busi- 
ness with regulations and control and frequently resort to public 
ownership. Reich laws, old state prerogatives used by the admin- 
istrative machinery, and the eager attempts of cities to go into 
business make interventions numerous, all the way from owner- 
ship of the Reich railways to administrative vetoes on coal and 
potash prices, from rate fixing for the use of docks to the 
acquisition of coal fields by cities. If the term “public utility” is 
used in Germany, however, it refers only to gas, water and elec- 
tricity. And the regulation of rates, as well as the assurance of 
quantity and quality service, are based on the contracts, conces- 
sions and franchises made in granting the rights of way by the 
state or municipality. 

Therefore, the general term “public utility” is a legal and not 
an economic one and the enterprises listed under it are deter- 
mined differently in the various countries. In Britain they receive 
public utility status by act of Parliament, in the United States 
ultimately through the decisions of the courts, and in Germany 
by law and the requirements set down by the administrative 
machinery of government. 

From these differences it can be inferred that in a country 
where the courts decide definitively questions of control and regu- 
lation, private enterprise will be protected from too much inter- 
ference. On the other hand, there arises the question whether 
the general public interest can thus be sufficiently safeguarded, 
especially if the courts have to decide, in addition, the question 
of the relationship between the states and the federal govern- 
ment, between intrastate and interstate commerce. 

Nor can control and regulation be easily and extensively 
realized in Great Britain because of the slow machinery of Parlia- 
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ment, but whenever Parliament decides to regulate, governmental 
control is efficient and uniform throughout the whole country. 
Consequently, a definite economic plan can be carried out. 

In Germany, where legislation is enacted and administrative 
orders are executed by various public bodies, there is consider- 
able and varied control over business. But these numerous inter- 
ventions for the most part have not been conceived according 
to a national economic plan. On the contrary these interventions, 
especially on the part of municipalities, have often proved to be 
an obstacle to a much needed unified and comprehensive eco- 
nomic system. And in present day Germany, even though the 
states have been abolished politically and the autonomy of towns 
limited, in the field of economic regulation we cannot discern up 
to the present a systematic national economic leadership. 

Even if in the different countries the limits of regulation 
imposed upon enterprises are not uniform, we can nevertheless 
recognize a characteristic group of enterprises where, in all mod- 
ern industrial countries, public regulation and control have been 
imposed. Economically they are for the most part enterprises 
which place either durable collective goods at the disposal of 
many consumers or offer their services under uniform conditions 
to the public. By their very nature these enterprises must of them- 
selves issue certain rules contingent upon the use of their services. 

But what are the special economic reasons because of which 
certain compulsory regulations by public bodies are, in addition, 
necessary? Economic science usually answers the query by stating 
that in the case of these enterprises it is a matter, first, of pro- 
viding necessary goods or services, and second, that these services 
are based at the same time upon a monopoly. Thus necessity 
and, concurrently, monopoly are the two basic economic factors 
making public intervention indispensable. 

Judging from experience, I do not believe that we can be 
satisfied with such a general definition. Rather, we must ask what 
is the special criterion of “necessity” and, more important still, 
what are the special characteristics of “monopoly”? 





= 
a. 


4 





al 








TENDENCIES IN PUBLIC UTILITIES 267 


It cannot be set down as a general rule that in every case of 
public intervention there must necessarily exist a complete mo- 
nopoly. Let me suggest, for instance, taxicabs and motor buses. 
If there were no regulation of rates, the individual passenger 
could fall into an arbitrary dependence—a monopoly situation 
even though no real monopoly on the part of supply existed. 
Today it is unthinkable that in case a person enters a bus as a 
part of a large crowd his fare should be “jacked up” because of 
the increased demand. Only careful supervision and official regu- 
lation can protect the individual consumer against exploitation 
arbitrarily by public service. But such intervention by the state 
often results in a limitation of the supply and tends of itself 
toward a certain kind of monopoly. 

If we consider especially gas, electricity and water monopolies 
then, we find as the first decisive characteristic that they are tech- 
nical monopolies, since rights of way can, for practical reasons, 
be granted to only one company. This is best illustrated by 
British experience. Parliament believed, when gas was first intro- 
duced, that the public interest would be best protected if several 
competitive enterprises supplied the same town. The result of 
this competition was that the streets were always torn up and 
regular traffic rendered impossible. The rates were, in spite of 
competition and because of the four- or fivefold investment, 
higher than in places where regulated single undertakings sup- 
plied the public. Furthermore, dividends on invested capital were 
often conspicuous by their absence and finally, the standard of 
technical efficiency was woefully inadequate. 

The second characteristic of this kind of monopoly arises from 
the fact that these modern public utilities are among the most 
highly capitalized undertakings. The costs of depreciation and the 
interest on capital often amount, as in the case of electricity, to 
as much as 70 per cent of the total expenditures. Therefore, 
enormous financial risk prevents competition and this is another 
factor leading, as in Germany, to the granting of exclusive rights 
of way to these public utilities for long periods. 
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The third and most essential characteristic of the monopolies 
under discussion is the fact that these monopolies are not created 
through private agreements; instead they are established by a 
public act, namely, through the enactment of laws or through 
the granting of franchises. The creation of monopolies through 
public acts seems to me to be the most essential difference between 
gas, water or electric monopolies and other industrial monopolies. 

When the founding and extension of utilities began, local 
governments often granted public rights chiefly because of their 
interest in establishing plants, but without providing in the 
franchises or other contracts for the protection of the general 
public interest. Private undertakings often completely forgot, 
thereafter, that they were public service agencies. 

At this point I should like to make a short reference to the 
common term “public interest.” This term is really vague and 
almost mystical, but we cannot do without it in legislation any 
more than we can abolish “common practice” from jurisprudence, 
Public interest is a reaction on the part of consumers and it 
becomes a part of the general public opinion. It is common 
knowledge that public opinion is not only influenced by the eco- 
nomic attitudes of consumer groups but is quite obviously condi- 
tioned also by other factors such as scientific enlightenment or 
moral and religious beliefs. In the problem before us, however, 
we deal with that part of the general public opinion which con- 
sists of the economic interest as the collective reaction of con- 
sumers to their dependence upon the monopolistic provision of 
necessities. Public interest in this field arises through dependence 
as a functional relationship between monopoly and necessity.’ 

In the case of gas and electricity the dependence of consumers 
exists only within certain limits because electric and gas com- 
panies are in competition with one another as well as with other 
sources of heat and light (coal, oil, etc.) . Yet to a certain degree 
an absolutely monopoly-like dependence on the part of consumers 


2 This relationship is shown by Philip Chantler in his article “The Economic 
Nature of Public Utilities,” The Manchester School, vol. 4, no. 2 (1933), p- 109 ff. 
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can be found in the case of each of these services, as, for instance, 
a dependence upon electricity in some forms of transportation, in 
laboratories, hospitals, certain warehouses and in the case of cer- 
tain industrial processes such as electro-chemistry and electro- 
metallurgy. 

Modern heating and lighting facilities are life necessaries, much 
as is bread. That electricity has taken the field as the most general 
source of light has resulted not merely from the fact that within 
certain limits electricity is cheaper, but rather that its use is 
cleaner, more convenient and more practical. Electricity for light- 
ing purposes belongs, therefore, to a certain “standard of living” 
which today is recognized and taken for granted as a general 
requirement. Hence we may generalize by saying that standard 
usage creates necessity, and this necessity creates, with a certain 
disregard for price relations, an absolute dependence upon elec- 
trical energy. In the short space of this article, I can only mention 
that as a consequence of location the use of a single source of 
light and heat is often prescribed, as for instance, electricity in a 
mountain village. 

Therefore, if within certain limits an absolute dependence upon 
a single commodity exists there is, in addition, a still further 
dependence upon the public service monopoly—indeed in all 
instances where, as in the case of electricity for the household, 
workshop and small farm, there is a lack of financial ability to 
set up an independent unit — quite apart from the fact that such 
a method of home production would be more expensive for the 
relatively low demand. Dependence upon public service monop- 
olies is least where large industries, running day and night, can 
produce their own current somewhat more economically.* 

*These different degrees of dependence upon the public service must naturally 
be reflected also in the various rates. In Germany certain large public utilities 
over a period of years delivered 7o per cent of their electric energy to industries, 
about 5 per cent to farms, including small, allied rural industries, about g per 
cent to transportation and the remaining 16 per cent to other consumers. From 
the total production only 20 or go per cent was sold at general rates. The re- 


mainder, mostly for industry, transportation and public lighting, came under 
special rate conditions. 
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Consumer dependence is naturally more strongly felt in times 
of declining incomes. Consumers cannot materially reduce their 
consumption of necessities in a time of depression and ordinarily, 
if the demand does not decline, prices will not fall—in line with 
the general price trend. During the present abnormal depression 
residential electric consumption has declined but slightly in many 
countries. Public intervention has often been necessary to effect 
an adjustment of rates. Even though the cost of heat and light 
amounts to only 3.5 or 4 per cent of the total household budget 
of a German worker, it is precisely the disturbance of this per- 
centage, that is, the rigidity of costs in this part of the budget, 
which is felt as unbearable. Consequently the general public and 
all the newspapers are now earnestly discussing the subject of 
rates. 

Public interest comes, so to speak, from below. It originates 
among the masses of consumers and compels the public body, 
often grudgingly, to intervene in opposition to private monopo- 
listic interests. ' 

The greater the dependence upon the use of a special com- 
modity and the greater the dependence upon the public mo- 
nopoly service, the more intensified becomes the general public 
interest in this public utility. And the keener the consciousness 
that this monopoly, practically or legally, has been established by 
a public act, the more vigorously does public opinion strive to 
limit the claim upon profits by the privately owned public utili- 
ties, and the stronger is the demand for regulation and control. 

In Britain a policy of limiting the percentage of dividends was 
early exercised. It is interesting to note that dividends were, in 
former times, frequently set at 10 per cent. Later, the rate was 
7 or 8 per cent of the paid-in value of the outstanding stock, and 
on that basis maximum rates were fixed. Sometimes increasing 
dividends were dependent upon decreasing rates and vice versa 
(the “sliding scale”). In regulating electric companies something 


*Electric consumption alone amounts to only 0.4 to 1 per cent of the worker's 
household budget. 
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approaching the reproduction cost theory became, in the course 
of time, more common. In Britain the regulation of different 
utilities has always been provided for in a definite manner,’ usu- 
ally by act of Parliament. 

In the United States the rate policy is ultimately decided by 
the courts. The common maxim—a fair return on a fair value— 
creates uncertainty and makes control difficult. It gives rise to a 
philosophy of valuation. There are, for example, the questions 
whether the basis of original value minus depreciation may mean 
the taking of the shareholders’ property without due process; or 
to what extent market value or reproduction cost for the same 
plant or a similar one is to be the basis of rate making; or whether, 
because of the greater fluctuations in the cost of reproduction, 
a refined valuation principle can be found on the basis of his- 
torical prudent investment minus depreciation, in comparison 
with the present general price level? The pending Public Utility 
Holding Company Bill proposes to determine “just and reason- 
able rates upon the actual legitimate prudent cost of the property 
used.”’? But “actual cost” in the sense used throughout the bill 
certainly means “historical cost.” Public opinion also in this 
country tends, therefore, to limit monopoly profits and to con- 
sider the shareholders in the same light as the bondholders. 

In Germany, too, we find divergent principles of valuation. In 
the case of interurban railways and docks the rates are based 
solely upon the historical investment. As for electricity, however, 
the reproduction cost theory has become generally accepted. But 
the principle of rate making in Germany has for some time played 
no important part in politics because more and more public 
bodies have acquired public utilities or influentially participated 
in their capital structure. Public ownership in Germany has 


*The English method of regulation has recently been described briefly by 
Marshall E. Dimock in British Public Utilities and National Development (Lon- 
don 1933), a book which I can recommend for general reading. 

*From the extensive and highly involved literature on the subject of valuation I 
recommend to those wishing a survey the article by J. C. Bonbright, “The 
Economic Merits of Original Cost and Reproduction Cost,” Harvard Law Review, 


vol. 41 (1927-28) p. 593 ff. 
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become, therefore, the most effective means of preventing private 
monopolistic exploitation in this field. 

There is extensive public ownership in other countries, too. 
Thus, in the case of water supply, public bodies in many coun- 
tries have acquired more and more plants without serious con- 
flict with private capital. In the case of gas and electricity, how- 
ever, public acquisition has occasioned ever growing public 
controversies. Nevertheless, public influence advances apace. 
Three fourths of the electrical production in Germany is now 
owned or partially owned by the public; in England, three fifths. 
In the United States public ownership is inconsequential in com- 
parison with the total production, since municipal power stations 
are for the most part small and outmoded units. In Great Britain 
and particularly in Germany, municipal gas plants are also very 
significant. It is notable that it is precisely the conservative and 
liberal majorities in the municipalities of Germany and England 
that have established publicly owned utilities in these fields. In 
Germany private companies in the forefront of the electric power 
industry foresaw this irresistible trend of development, and _ be- 
cause of their close dependence upon public authority and public 
support they joined with the municipalities to form mixed owner- 
ship companies. 

Thus we can say that for the protection of the consumer the 
first method is supervision and regulation. The second is public 
ownership. Frequently, however, a third method has been adopted 
to secure public participation. Municipalities and states have often 
sold rights of way for yearly stipends. These charges, together 
with the special taxes laid on public utilities, were levied in the 
belief that thereby at least some part of the monopolistic revenues 
—earned under insufficient regulation—could be regained by 
the community. Both of these payments, however, could be added 
to the costs in the fixing of rates. The companies could increase 
the rates or at least hinder the lowering of them. 

Also public ownership—and this was one of my most bitter 
experiences in Germany—has often been used merely as a means 
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of exploiting public utilities as financial and tax monopolies for 
the benefit of the treasury.! Public ownership of itself does not 
signify, therefore, the most abundant and cheapest service to the 
public. The ultimate question is in whose interest the publicly 
owned undertaking is to be operated, in the interest of the con- 
sumer or in that of the public treasury. Public owners should 
manage utilities so that they are instruments of a general eco- 
nomic policy? and a means of increasing consumption, and for 
developing and initiating in a farsighted manner the use of elec- 
tricity as a means of production. The public owner must be ready 
to forego net revenues for a certain period.? A publicly owned 
trust can be, and usually is, therefore, superior even to a large 
private trust because it is able, over a long period, to operate 
without net revenue in order to colonize thinly settled outlying 
districts through the lowering of rates, to move industry out of 
crowded centers and to increase agricultural productivity and 
purchasing power through electrification. 

In the above I have given a short summary of the type of prob- 
lems which are usually designated as the special problems of 
public utilities, those dealing with the conflicts between private 
and public interests within local limits and state boundaries. 
Also in this country during the current depression the growing 
consciousness of the special public interest in public utilities is 
observable. It has led to the demand for stricter control by state 
power commissions. In my opinion, however, these problems of 
regulation will become secondary. The techno-economic develop- 
*In many cases of publicly owned electric monopolies the cities’ tax revenues 
were from go to 40 per cent of the electric charges. Publicly owned gas monopolies 
charged even as much as 40 to 50 per cent in excess of the cost of production. 
*Herein lies the difference between public utilities and public monopolies 
which serve the public treasury exclusively, such as match and tobacco monopolies. 
®*Eduard Heimann has pointed ovt the special place of publicly owned under- 
takings in the modern economic system in his introduction to a study by the 
Verein fiir Sozialpolitik called Moderne Organisationsformen der 6ffentlichen 
Unternehmung, edited by Julius Landmann (Munich 1932). He says that publicly 
owned monopolies may not, but always can, be made serviceable to other than 


profit interests, and that this is indeed their proper and fundamentally unique 
economic significance. 
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ment raises new problems and stirs up new and significant con- 
flicts which I shall discuss in the following section of this article, 
using as an example the electric power industry. 





II 


The technological development in the electric industry has not 
only affected the gas, coal and oil industries. Technical progress 
has forced changes upon the electric industry itself. It is a dynamic 
movement and perhaps we stand only at the beginning of it. 
Here we find a typical example of how technology has displaced 
the earlier forms of economic organization, how the new technical 
rhythm has insisted, against all resistance, upon a new and more 
adequate economic form—that is, a general system of planned 
production and distribution. At present the older system of pro- 
vision of electric power locally or by separate states has become 
in many ways economically superseded. Naturally in this country 
a new interstate amalgamation in the economic organization of 
production and distribution will result in new conflicts and new 
frictions. Between the federal government as the responsible 
leader of the general economic policy and the single states which 
now exercise control, there will be conflict on the question of 
how this new planned order can best be established. This conflict 
will affect national politics and even touch again problems of 
constitutionality—so much so that responsible statesmen are 
thoughtfully considering the question whether this technological 
trend will not perhaps shake too seriously the very historical 
foundations of the state. 

The application of electricity for direct consumption purposes 
as a source of power and light, and still more significantly as an 
ever increasing means of production for industrial, commercial 
and agricultural purposes, has been attained through the follow- 
ing technological steps: 

The first step was local provision, especially of light for munic- 
ipalities and of power for single industries. 

The next development began with the enhancing of, and there- 
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fore saving in, production through the improvement of motors, 
appliances and bulbs and through the building of interconnecting 
power lines. To permit further savings, in order to facilitate the 
lowering of rates, the chief problem became the question of the 
load factor. Electricity is not a storage commodity as are coal and 
oil, or, if so, only to a very limited extent. Therefore, the size 
and capacity of the productive equipment must be adjusted to 
the highest demand, the expected yearly peak load, with certain 
additional reserves for breakdowns and for the increased demands 
of the future. This peak load, however, is reached during only a 
few hours of the year. The greatest demand, for instance in Ger- 
many and England, is during the dark winter days of the Christ- 
mas business rush. The higher the peak load of demand and the 
lower the average load, the greater is the number of unused hours 
and therefore the higher the costs. That is to say, costs rise pro- 
portionately with the number of yearly unused hours of the peak 
load.! The electric business would be simpler if the consumer 
were uniformly to use the same amount of current during each 
of the 8,760 hours of the year, or if the different consumers were 
to dovetail their uses perfectly with reference to time and quan- 
tity.2 Since this is by no means the case, an equalization must be 
achieved by systematically organizing the distribution. But such 
an equalization cannot be approximated by small local units, 
especially in agricultural districts. In Germany, for instance, the 
capacity of local stations in middle sized towns is used on the 
average only 1,500 to 1,800 hours per year. 

The second step in the development was, therefore, to amalga- 
mate the former local and separate districts of supply in order 
to make use of the cheaper production of the large scale stations 


*The average yearly use of the capacity varies, of course, among the different 
consumer groups and, therefore, it also varies in the different distribution dis- 
tricts. Here we have one reason for the differences in rates and special rates for 
the various consumer groups and among the various operating companies —a 
matter which I shall treat in a later article. 

*The special significance of equalizing consumption with reference to time and 
quantity among the different consumer groups (the diversity factor of the rate 
schedules) will also be discussed in the later article. 
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as well as to achieve, through this combination, a more favorable 
and equalized use of the capacity throughout the day and the 
year. Through the combination and amalgamation of several local 
districts, the capacity of large plants can be used from 3,000 to 
4,000 hours as a yearly average. 

The third step in electrical development is the phase or period 
of combining still larger districts, creating a technically unified 
planned system for the use of the different giant power stations. 
Through the construction of more efficient and less expensive 
operating equipment, through improved safety and a wider exten- 
sion of high power lines, decisive changes in the location of large 
power plants were effected. Large electrical stations could be 
established near cheapest water power and cheapest coal produc- 
tion, and these super-power stations could then be connected by 
a high tension network with the centers of consumption. The 
cheapest sources of power can now be employed to produce the 
so-called base load, that is to say the average daily, seasonal and 
yearly use of power. As a rule, to illustrate from Germany, first 
the cheap water power stations are called into regular service, 
then the cheapest steam driven super-stations using brown coal 
or the cheapest hard coal. The older, smaller plants situated in 
the centers of consumption are operated only for the daily and 
yearly peak load, or modern steam and water storage stations are 
employed for these short hours. In this third step of development 
the super-stations operating with lowest costs can be used efficiently 
from 6,000 to 7,000 hours per year. Only by this means is it 
possible to lower rates fundamentally for the great majority of 
distribution districts and to bring rates closer together as between 
town and country—that is, to equalize the rates especially for 
industry, small scale factories and electrified farms. But, of course, 
certain single local power stations in the centers of consumption 
which have a favorable demand load factor of day and night 
industry, and similarly the stations belonging to industries which 
run day and night, can still be used profitably. 

Thus, because of this technological development in Germany 
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the general economic question arose: in what way could the new 
combination of distribution districts be achieved in order to 
obtain the highest possible efficiency? 

Technological development itself effected to a certain degree 
this ever more necessary combination, and did this in three ways. 
First, municipalities and counties combined distribution units 
and often constructed new and larger power stations. Second, pri- 
vate industry in large industrial districts joined with the munic- 
ipalities and formed large mixed undertakings. Third, the Reich 
and the states which during the war had had to erect large steam 
and water driven power stations for the production of munitions 
and war materials, approached the problem from the opposite 
pole and affiliated with municipal and county distribution com- 
panies. They sold the current of their large super-power stations 
to municipalities and county distributors. It is interesting to note 
that the public electric companies supplied also thinly settled 
districts so that today almost 96 per cent of the total population 
of Germany lives in communities provided with electricity. 
Through the amalgamation of local districts the rates were 
lowered in spite of the fact that the network was extended more 
and more into thinly settled areas. This resulted in part from 
the competition between the seven or eight large producing units 
(Reich, state, mixed and amalgamated municipal undertakings) 
which lowered the rates in order to extend the radius of their 
output and to improve the load factors of their newly constructed 
power stations and high tension lines. 

But, on the other hand, the severe competition between the 
large units in purchasing local districts, in part planlessly and at 
high prices, threatened the possibility of erecting a planned com- 
bination of these large distribution districts. It endangered the 
necessary collaboration between the different powerful trusts in 
the building up of a unified high tension line system throughout 
the nation. The question arose whether or not the Reich was the 
responsible unit to undertake the task of setting up a planned 
order. A representative of private industry, General Director 
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Oliven, has declared, ““The Reich must create an independent 
super-state commission with compulsory power to work out a 
general plan for a network system for all high tension lines above 
60,000 volts. This commission should have compulsory power to 
permit and control further construction and extensions of electric 
stations and high tension lines.” 

The same idea of a general planned order was pursued by the 
Reich government shortly after the war under a general frame- 
work law to combine large scale electric production. This Reich 
law was scorned as a socialization plan and was never carried out. 
Another attempt by the Reich also failed. It was an effort to 
realize the general high tension line system proposed by the 
world famous engineer, Oscar von Miller. This plan was dropped 
because of the opposition on the part of the large trusts owned 
by the different states, by the municipalities and by the mixed 
companies. Heavy industry and even a part of the trade unions 
gave support to this conservative policy because of the belief that 
they had more influence upon electric enterprises free from 
federal interference. 

There remained, then, only one way—agreement among these 
large trusts themselves. But their coming together was consum- 
mated in the course of time through official influence. Thus the 
state undertakings finally propagated the idea of demarcating in 
a more economical way the single distribution districts and of 
establishing a joint general corporation to include all the large 
electric producing trusts. This general corporation should then 
have the right to plan the high tension line system and to deter- 
mine the extension and construction of power stations at the most 
favorable locations. Further, in his official capacity the writer 
proposed that this joint corporation of the large trusts should 
itself construct the interlinking system of high tension lines and 
hold it in its possession.1 But this latter idea of cooperative con- 


1Only the largest trusts with strong financial reserves, such as the Rheinisch- 
Westphalisches Elektrizitatswerk, A. G., looking ahead, were able to erect a great 
interlinking network covering several! thousand square miles. A simple three-phase 
high tension power line with a tension of 380,000 volts (by means of tubular 
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struction was not accepted at the beginning when the General 
German Electric Corporation was founded. One part of the new 
high tension line from east to west, however, was drafted by this 
corporation in the spirit of planning and has already been con- 
structed by the participating companies. Furthermore, agreements 
were formed between different state electric corporations regard- 
ing the future rationalized construction program of the plants. 

The essential result of the German development as a whole 
was that the large scale state and private electric trusts were not 
merely financial corporations, as are several American holding 
companies but, fundamentally, large operating and distributing 
units which followed the plan of furnishing current from the 
plant to the last bulb and to the last motor in technical unity. 
The German development attempts to eliminate the larger ex- 
pense items in distribution, charges added by intermediate 
companies owned by the municipalities, counties or agricultural 
cooperatives. In order to protect the local interests, the former 
owners of local electric companies (the municipalities) partici- 
pate in the capital of the state and mixed undertakings or com- 
bine into district distributing companies. 

In England the same techno-economic development ran its 
course.! In the beginning electric corporations were permitted to 
function as regulated public utilities within certain local districts. 
In the course of time Parliament, slowly and grudgingly and 
following the technical development, granted the amalgamation 





cable) can carry 500,000 to 1,000,000 k.w. over distances of 600 to 1,000 kilometers. 
Such power lines cannot be operated economically from the outset, since a sudden 
increase of such large proportion in the consumption of electrical current in a 
distribution district already built up cannot be expected. Such a high tension line 
would, therefore, have to be operated at a loss for a number of years before it 
could bring about, if it were connected with cheap water power, a lasting reduc- 
tion in the rate scale. For large distribution areas, therefore, such sacrifices of 
today for the sake of tomorrow as are required by a unified plan can only be 
borne by a state-owned system or by a trust combining all the electric power 
stations, working in cooperation. 

*Consult Dimock, Marshal E., British Public Utilities and National Develop- 
ment (London 1933); Kennedy, W. S., The New Electricity Act (London 1927); 
and, for a rapid survey, The Financial News (London) March 25, 1935. 
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of locally adjacent districts. Even then the people and Parliament 
had to acknowledge that the British electric system was definitely 
outmoded in contrast with other countries. Too many small and 
technically retarded local undertakings still supplied expensive 
and inadequate service. After the war, therefore, an electricity 
commission was created to prepare a new planned order of pro- 
duction and distribution in the different districts of the country. 
But Parliament refused to grant the commissioners sufficient com- 
pulsory power to set up an efficient system. They could only 
draw maps, make reports and in some cases effect combinations 
on the basis of agreements. But private business generally, espe- 
cially small industries in the country and the textile industries, 
which were suffering from conditions on the world market, forced 
the conservative government to set up a unified electric system. 

In 1926 Parliament decided that a nation wide network of 
high tension lines should be constructed by a new public agency, 
the Central Electricity Board, a large, independently managed, 
publicly owned trust. The Board must work only in the general 
interest, without earning a net return. Its tasks are, first, to select 
the most efficient power stations for delivering current to the 
great network, called the “grid system.” Second, to shut down 
most of the outmoded stations or to limit them to strictly local 
distribution. Third, to establish interconnecting lines and a dis- 
tribution system in nine different districts. Fourth, to effect an 
overall reduction of capital expenditures by improving the load 
factor and reducing the number of reserve stations. Fifth, to estab- 
lish a unified frequency for the entire country. Sixth, to increase 
the efficiency of industry, promote the adoption of labor saving 
devices in homes and encourage the electrification of farms. The 
Board, however, can construct new power stations or take over 
others only in case private companies are unable to supply the 
required current for the network. 

The C.E.B. has, for purposes of distribution, divided Great 
Britain into nine areas. About 4,000 miles of high tension lines 
have already been constructed. They are served by 135, selected 
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power stations instead of the former number of 474, and already 
more than 150 stations have been shut down. The electricity 
board, as a public utility trust, is an operating agency supervised, 
managed and controlled by an electricity commission. 

When in the different districts increased consumption is 
achieved through the lowering of rates, especially in rural dis- 
tricts, it is supposed that by 1940 45 million pounds will be saved 
annually because of the organized grid system alone. But even if 
many of the advantages have been lost through certain political 
influence by the selection of the power stations, even if the 
C.E.B. has not exercised strong influence upon the decreasing of 
rates in the distribution districts, England is nevertheless on its 
way through the establishment of a uniform technical distribution 
system to develop in the course of time the supply of electrical 
energy on a cheaper level throughout the country and to rank 
then as one of the most highly electrified countries in the world. 
The speed of this development is now only a question of the 
general political economy in the management and operation of 
the new system. 

In the United States the old problem of public utilities, above 
described as the conflict between consumers and the private inter- 
ests under local regulation, has until now occupied the center of 
the stage. But here also—and the pending Public Utility Hold- 
ing Company Bill shows this—the depression has pushed into 
the foreground the serious problem of building up unified, 
planned systems of production and distribution. 

The conflict in America between private companies and the 
tendencies of the government is even more intense than else- 
where. In the United States there are also some large operating 
systems and unified distribution districts but judging from their 
general structure we can say that these holding companies are, 
for the most part, financial corporations which have been or- 
ganized to raise tremendous capital sums for the construction of 
their technically efficient stations. These holding companies in 
part still supervise the techno-economic development of their 
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subsidiaries and the general advertising campaign for the whole 
group. But these subsidiaries lie, for the most part, scattered in 
different parts of the country, and thus are not amalgamated into 
large, technically most efficient operating units. This can be seen 
from the fact that only 17 per cent of the distribution of current 
is interstate transmission. In addition to the difficulties arising 
from the structure of holding companies, there are here still 
other hindrances to the setting up of widespread unified operating 
systems. In this country, because of the extension of electricity 
chiefly in the thickly settled industrial districts, power stations 
make better use of capacity than those in Great Britain and 
Germany. On the other hand, we do not find in this country up 
to the present the overcapacity which has unfortunately been 
developed in Germany by the competition of the large corpora- 
tions. Therefore, the rates, even though very unequal in the 
different states, are on the average lower than in the countries 
mentioned above. As a consequence electricity has found a broad 
application in household and industry. But the chief problem 
here is provision for the less settled farming districts. In order 
to obtain a sufficient supply for the open country and to pro- 
mote internal colonization with new industries in the country, 
it seems to be inevitable that there be established a comprehen- 
sive order through the amalgamation of large operating units, 
which transcend state boundaries. This is a significant politico- 
economic question which will certainly touch upon problems of 
constitutionality as regards the federal government and the states. 
And in connection with this question there exists the fear that 
sufficient rate regulation by state public utility commissions is no 
longer assured as interstate networks are extended. These two 
factors may have occasioned the first really comprehensive plan- 
ning proposal in the aforementioned pending bill, with its amend- 
ment to the water power act. 

If I rightly interpret the matter, the government seeks ulti- 
mately to set up a planned system with centralized control. The 
bill in its original form attempted to shake the holding companies 








ole 

in 
1to 
en 
nt 
ng 
‘ill 
ng 
ity 








TENDENCIES IN PUBLIC UTILITIES 283 


loose from their participation in companies operating in scattered 
parts of the country, and even in its revised form it has this 
tendency. Further, the bill seeks through a federal commission to 
clarify the internal structure of the whole electric power industry. 
This is the reason that there were in the bill so many demands 
upon the companies for information. It was plainly part of the 
intention of the proponents of the bill to make future extensions 
of power stations and distribution lines dependent upon the per- 
mission of the commission—certainly according to a unified plan. 
The bill probably did not intend to dissolve completely those 
holding companies which combine into comprehensive operating 
systems, but it was intended, as the President has said, to abolish 
useless forms. The government aims, however, at the possibility 
of changing the owner relations of holding companies in order to 
open the way for large amalgamated operating units. 

Theoretically, even the large holding companies could of them- 
selves set up a new unified system by setting boundaries and 
building up interlinking high tension line systems. But in this 
case the holding companies would have to install an authorita- 
tive regulating commission over all holding companies, which 
would have to decide questions pertaining to amalgamation, high 
tension lines and the selection of the most efficient super-power 
stations. Although there is already in this country enormous con- 
centration of power in the hands of public utility holding com- 
panies, it is doubtful whether, without governmental interference, 
the private corporations would be ready to agree among themselves 
upon or submit to an economic plan, and whether they would be 
able as well as willing to make financial sacrifices today for the 
sake of the future development of thinly populated districts. 

I do not intend to discuss here the external political motives 
for the origin of the bill and its political fate, nor to inquire 
whether the proposed method is the correct one to attain the 
proposed goal. I wish only to emphasize that it seems to be certain 
that the techno-economic development will force, even in this 
country, a real amalgamation of power stations into large inter- 
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state electric units in order to extend the use of electricity as a 
means of production at lower general and special rates through- 
out the whole country. 

Against this it is claimed that “the total consumption of elec- 
tricity by industry amounts to only 2.5 per cent of the total cost 
of manufactured goods in 1933. It will not be denied that the cost 
items and the ability to compete in such industries as the electro- 
chemical, electro-metallurgical, ceramic, enamel and cement in- 
dustries are greatly dependent upon the cost of electric current, 
since the cost of electricity represents from 10 to 20 per cent of 
the total costs of manufacture. For industry as a whole, however, 
the rate schedule for electric current is of minor importance.” 
This is indeed true, but this argument does not apply to the 
problem now under consideration—which is that of extending 
power lines, by means of amalgamation, so as to provide also 
thinly populated districts with cheap current, thus making possi- 
ble the electrification of agriculture and the erection of new 
industries in agricultural sections.' Electricity will become a factor 
in the settling of sparsely populated areas and will make possible 
a readjustment in matters pertaining to the location of industry. 
In the final analysis, this is a question of population policy. 

In England, too, the lowering of rates and the wider diffusion 
of electric current through the new network has led to the erec- 
tion in agricultural districts of large industries which consume 
enormous quantities of electricity, around which have also sprung 
up small and medium sized industries. ' 

The first experimental attempt by the government has been 
started in the Tennessee Valley. In the interests of flood regula- 
tion, navigation and inexpensive electric service for a large dis- 
trict, enormous dams and power stations are being developed as 
one of the important public works projects. Through favorable 
collaboration of run-of-the-river plants, daily, seasonal and yearly 


2Of more than 6 million farms in this country only about 800,000 have elec- 
tricity from any source. In Germany, for instance, the presupposition for an in- 
crease of agricultural electric consumption is supported by the fact that at present 
80 per cent of the farmers are connected with public distribution systems. 
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water storage, the TVA will, after the early period of construc- 
tion, produce an annual output of 3 billion kilowatt hours at 
low rates. The TVA has already concluded contracts with dif- 
ferent counties for the sale of current, according to which town 
and countryside shall be furnished at approximately the same 
rates. The system of rates has not yet been sufficiently differenti- 
ated for the various economic processes, especially for night use, 
but the low average residential and industrial rates, together with 
effective advertising of the uses of electricity and a financial credit 
system for the different electrical appliances, have already greatly 
increased consumption. But the chief goal is to be found in the 
transformation of a more strictly agricultural system by the build- 
ing up of home industry for family use in the winter time, 
through the introduction of low rates. 

Upon the basis of the TVA experiment it is difficult, however, 
to understand how a yardstick for the cost of electric current can 
be established. Dams and flood regulation projects are not con- 
ceived primarily or solely for the purpose of producing electricity. 
As I have already pointed out, the TVA projects were under- 
taken for various reasons. European experience has shown that 
it is impossible, except in rough figures, to estimate the respec- 
tive cost of each particular function or service. The value of the 
project can be determined only through a general estimate and 
not through an exact computation of the different aspects.’ 

When the state establishes new productive factors which can- 
not be translated into increased economic returns until much 
later, it must not calculate at the outset in terms of earning the 
same returns as those of private undertakings. The best invest- 
>We must admit that the state can often construct its dams and systems of water 
control more cheaply than can private industry because the state often engages 
the services of army engineers who are usually occupied otherwise, and because 
interest rates for state loans are lower since they are backed by the taxing power 
of the government. For these reasons also it is not possible to set up a real yard- 
stick, and the rate schedules must be based on other considerations. I wish to deal 
with these problems too in a later article in which I shall point out the dynamic 


factor in rate making in publicly owned undertakings as well as the consequences 
for the private electric industry and the competitive industries: gas, coal and oil. 
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ment in public works, the one whose benefits in coming decades 
will be greatest, is the one which develops the productive power 
of the country. And it would indeed be absurd, when working 
on great flood regulation projects, not to make use at the same 
time of the new sources of electrical energy thus made available. 

To be sure, an extensive program of water power develop- 
ment through public works will, in certain production centers, 
result in a considerable overcapacity—an argument which the 
opponents of a state system do not fail to emphasize. The eco- 
nomic use of the newly available current itself will necessitate 
farsighted regulation of production and distribution in these large 
areas. For this reason, privately owned public utilities themselves 
should realize that it is in their interest to seek, as early as possible, 
to cooperate systematically with the nation’s water power policy. 
This transitional period of adaptation to a unified system of col- 
laboration should not be wasted in bickerings between private 
groups and the public administration. 

The TVA experiment and the whole power policy of the 
present administration has been assailed under the slogan “‘sociali- 
zation,” but without foundation. It can be seen from the example 
of England that the new electrical system has nothing to do with 
any change in the general politico-economic system, such as would 
touch the basic structure of the economy. It is not a question of 
displacing private activity in this field but rather one of creating 
a system in which privately as well as publicly owned power 
industries can be operated in a more efficient manner. Indeed, in 
setting up such a unified system of production and distribution 
the state must intervene drastically in these monopolies although 
they were created by public act. In such cases, however, the state 
intervenes only in favor of developing and strengthening other 
industries and agriculture for the benefit of the whole economy. 
Thus the federal state can in the “national public interest” com- 
bine a really satisfactory local regulation with an adequate supply 
system throughout the whole country. 
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THE PROBLEM OF FINANCING SMALL 
AND INTERMEDIATE INDUSTRIES 


BY FRITZ LEHMANN 


Tue difficulties in financing smaller and intermediate enterprises 
have long been recognized and deplored in various countries. In 
the United States the report of the Business Advisory and Plan- 
ning Council! pointed out the fact that numerous applications 
for credit have been directed to the Federal Reserve Banks from 
industrial as well as commercial enterprises on the basis of the 
emergency legislation. During a period of five months these appli- 
cations totaled more than 200 million dollars. ‘The members of 
this committee were particularly impressed by the fact that most 
of the loans guaranteed were for more than a year’s term. The 
Report recommended a combined investigation by the Recon- 
struction Finance Corporation, the Securities Exchange Commis- 
sion, the Federal Reserve Board and investment bankers as to 
how opportunities might be made available for the supplying of 
capital to healthy small enterprises. The difficulty in financing 
small business enterprises, i.e. those firms which cannot make an 
immediate appeal to the capital market, has always been a serious 
problem, and is not merely a result of the depression. This has 
been emphasized also in the excellent report of Viner and Hardy 
on the credit situation in the Seventh Federal Reserve District.? 

We shall concern ourselves in this article with an account of 
what has been the German experience in coping with this prob- 
lem of providing long term credits for small business, with some 
fundamental problems of financing small enterprises and, finally, 
in what directions successful solutions may be sought. 


*See New York Times, April 15, 1935. 

*Report on the Availability of Bank Credit in the Seventh Federal Reserve 
District, submitted to the Secretary of the Treasury by Charles O. Hardy and 
Jacob Viner (1935). 
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The financing of smaller and intermediate enterprises has been 
a subject of discussion and extensive experimenting in Germany 
for a longer time than in other countries.? 

Around 1907 the suggestion of the Mortgage Bank director, 
Felix Hecht, to establish special institutions for long term credits 
for smaller and intermediate businesses aroused lively discussion 
but led to no practical action. The discussion was revived after 
inflation. This time, however, new institutions were established 
and older institutions experimented with new methods. 

These discussions and experiments can be understood only if 
one keeps in mind the special situation of the German credit 
organization. Germany during the prewar period developed a 
much admired and much attacked system of industrial financing 
by banks. The system was based on the collaboration of deposit 
banks and the stock exchange. The deposit bank supplied indus- 
trial enterprises with current credit which was extended beyond 
seasonal needs. It satisfied the constant need for working capital 
and often financed the costs of expansion and improvement. The 
bank did not, however, aim to grant permanently current credit 
to the entrepreneurs. It sought to have the credits redeemed from 
the proceeds of loans and stock issues which it floated for the 
entrepreneur. The profits from these issues often well compen- 
sated the bank for the risk attached to the provision of credit. 
It is not incorrect indeed to ascribe the rapid progress of German 
industry to this system of industrial financing. 

The concentration of German banking is closely related to the 
method of financing industry. The industrial credits granted by 


* Thorough and critical presentations of the German attempts are found in: 
Radzibor, Woldemar von, Das Problem des langfristigen Kredits fiir die mittlere 
und kleinere Industrie. Ein Beitrag zur deutschen Bankpolitik, Hamburger Wirt- 
schafts- und Sozialwissenschaftliche Schriften, no. 11 (1929); Thiess, Erich, Die 
neuesten Versuche zur Versorgung der Mittel- und Klein-industrie mit langfristigen 
Kredit unter besonderer Beriicksichtigung der Industrieschaften (Cologne 1930); 
and “Nachpriifung des Industrieschaftsproblems auf. Grund der Krisenerfahrungen 
1930-33" in Zeitschrift fiir Handelswissenschaftliche Forschung, vol. 29, no. | 


(January 1935). 
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the deposit bank rendered easier the development of large scale 
enterprises. The latter, in turn, required the large bank to provide 
credits and to issue shares. In this way, the system of industrial 
financing furthered the fusion of provincial private banks and 
joint-stock banks with the large banks (Grossbanken) . The large 
banks, however, were interested more in the business of supply- 
ing credit and issuing securities for the large scale industries than 
in supplying credit for smaller customers. These smaller indus- 
tries had formerly found a willing ear and a providing hand in 
the private bankers and the smaller joint-stock banks of the 
provinces. With the increased concentration and bureaucratiza- 
tion of the large banks the feeling grew among the smaller busi- 
ness men that they were discriminated against and ignored, 
particularly since the late introduction of industrial bonds into 
German financial practice had strengthened the financial superi- 
ority of large concerns. 

In the period after inflation these conditions were changed in 
so far as scarcity of capital and the bad position of the stock 
exchange made the issuance of shares more difficult. The banks, 
however, counted on a return sooner or later to the old methods 
and they gave preference to the large credits. Very soon large scale 
enterprises came to have a particular advantage. They had access 
to the enormous means of the international capital market. Even 
though this market was very dear, yet it did make possible the 
obtaining of capital at a time when other enterprises found it 
most difficult to secure long term financing. The need for capital 
after inflation was active in all industries, especially after the 
Reichsbank brought to an end the short episode of easy lending 
at the beginning of 1924 and put a check on the expansion of 
bank credit. Once again smaller and intermediate industries found 
themselves at a disadvantage as compared to large industries whose 
capital needs were satisfied both at home and abroad. 

Before the World War, as noted above, the movement for 
coping with the credit needs of smaller enterprises went no 
further than the stage of projects and suggestions. It was not even 
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universally admitted that the needs of the smaller and inter- 
mediate industries for long term credits were unsatisfied. This 
sceptical attitude toward the problem was not wholly without 
justification. If there had been pressing need, the result would 
have transcended mere discussion. The discussion started from 
Hecht’s plan for a special mortgage bank for long term credits for 
the small producers. Sontag, a jurist, advocated that the mortgage 
banks should accept industrial mortgages and he sought to dispel 
legal objections to this plan. Others aimed at the same time to 
reform the legal provisions regarding the G.m.b.H.—a special 
German corporation form for smaller enterprises—with a view 
to improving its credit position. Attempts were made to develop 
a market for the shares of the G.m.b.H. and thereby to improve 
the conditions for the mutual supply of capital in small industry. 
All these efforts and attempts, however, had proved their ineffec- 
tiveness when war and inflation interrupted further developments. 

In 1925 Hecht’s plan was revived and realized. The state of 
Saxony established the Sachsische Landespfandbriefanstalt but 
soon the name “Jndustrieschaft’” came to be used for it. The 
word Industrieschaft is patterned after words like Landschaft 
and Stadtschaft. Landschaft and Stadtschaft are associations of 
agrarian and urban realty owners for the purpose of joint supply 
of mortgage credit. The debentures secured by mortgages form 
the basis of financing and the joint liability of the credit receivers 
supplies the necessary additional guarantee. Both principles were 
taken over by the Saxon institution. Industrial debentures were 
floated in America and in Germany. They were secured by mort- 
gages which were pledged on not more than go per cent of care- 
fully evaluated real estate values. In addition the borrowers were 
obligated up to 10 per cent of their credit for the covering of 
losses. This joint liability was not enough, indeed, to open the 
capital market to the industrial debentures, and the state of 
Saxony was forced to guarantee all obligations. The Saxon state, 
moreover, supported the activities of the Landespfandbriefanstalt 
by having the state-owned Saxon Staatsbank take part in the man- 
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agement. Credit was naturally not cheap. At first the debtor had 
to pay 10 per cent, later between 8 and g per cent. The yield on 
the debentures sold in the United States amounted to 6.5 to 7 
per cent and on those sold in Germany it was over 8 per cent. 
Of the spread between the return to the creditor and the charges 
on the debtor, which was at first over 2 per cent and later around 
1 per cent, about 0.5 per cent had to cover the incidental costs 
and the costs of the issuance of the shares. The net margin, 
which had to cover risk premium and administrative costs, 
amounted to from 0.75 to 1.5 per cent. The business of the 
Saxon Landespfandbriefanstalt was not inconsiderable. Over 70 
million marks were turned over to Saxon industry through its 
agency. Most of the loans were for less than 50,000 marks but 
some even reached into the millions. 

Many regions took the Saxon example under consideration but 
only in the Palatinate and in Thuringia were similar plans 
realized. In both instances associations of credit seekers were 
formed. Here, too, the additional joint liability of the borrowers 
for about 10 per cent of their debts was established by various 
legal devices, but neither in Thuringia nor in the Palatinate did 
the Industrieschaft enter the capital market directly. In Thuringia 
a mortgage bank put relatively small sums at the disposal of the 
association and it refinanced itself through issue of debentures. 
In the Palatinate the federal government came into the breach 
with larger sums. 

The Saxon Landespfandbriefanstalt did not incur any serious 
losses during the whole depression. In the Palatinate and in 
Thuringia, on the other hand, there were very heavy losses which 
had to be covered in part by public aid. These two institutions 
proved to be failures.? 

In 1928 it seemed as if the plan for a large Industrieschaft 
would actually be realized. Many private bankers at that time 
combined with a number of public institutions in order to open 
up the foreign capital market by an Industrieschaft with a large 


* Cf. Thiess, Erich, “Nachpriifung des Industrieschaftsproblems . . . ,” loc. cit. 
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capital. This Industrieschaft was to take over the long term 
debtors of the member banks. The changed situation in the inter- 
national capital market did not permit this Industrieschaft 
(Zentralbank deutscher Industrie) to become active. 

This projected Industrieschaft differed from the institutions 
considered above in that it combined its own business of long 
term loans with the short term credit business of its member 
banks. In keeping with its basic economic idea it participated in 
two important loan transactions of German joint-stock banks and 
public credit organizations. In 1927 two large German banks, 
the Deutsche Bank and the Commerz und Privatbank, astonished 
the public by their success in negotiating in New York City large 
loans with a five to ten year term and favorable conditions. From 
the proceeds they granted middle term industrial credits, or in a 
large measure they changed current credits into middle term 
amortization credits. Numerically most of the credits extended by 
the Deutsche Bank were below 400,000 marks, but only a few 
were for less than 50,000 marks, and credits of over 1,000,000 
marks consumed almost two thirds of the total money loaned. 
The example of these two banks found no followers even though 
American firms made strong efforts to bring about a collective 
loan of all the large German banks. 

At the same time the German ‘“‘Landesbankenzentrale” (a cen- 
tral organization of German public banks) negotiated a ten mil- 
lion dollar loan in the United States and used the proceeds for 
distribution among smaller enterprises by the public banks of the 
Prussian provinces and the other German states. 

Besides these large scale operations there were arrangements 


for long term industrial credits on a smaller scale, with and with- 
out state support, by individual mortgage banks, provincial banks, 
credit unions and foreign investment trusts, without, however, 
bringing about any special solution of the problem. During the 
depression the Bank for German Industrial Obligations came into 
possession of large means when the special reparations levy on 
industry still was collected but the returns not transferred. The 
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bank was empowered to extend long term credits to artisans and 
small industry. It assumed this function although it was limited 
by its agricultural obligations. 

It must be emphasized that neither Industrieschaft nor bank 
obligation was invented in Germany. The Industrieschaft appears 
in a fully developed form in the Industrial Bank of Japan, estab- 
lished by the Japanese government in 1902. In prewar Austria 
bank obligations served to refinance industrial current account 
business. The Belgian Société nationale de credit a l'industrie 
was established for the redemption of industrial bank credits but 
seems chiefly to have served other functions. 

It is significant in showing the difficulty of this problem that 
none of the projects in Germany proved able to offer a real solu- 
tion. This was particularly true of the Industrieschaft, the special 
mortgage credit institution for long term industrial credit. 

The experience in Saxony, it is true, has shown that there were 
in Germany in 1926 very many intermediate and smaller enter- 
prises which were helped by a loan secured by 30 per cent of the 
value of their real estate. This does not mean, however, that such 
loans can be successful in all countries and at all times and that 
the solution of the Industrieschaft is right in principle. 

Several fundamental objections have been made to this solu- 
tion. (1) The size of the loan, which can be justified from the 
standpoint of security, is not enough for the borrower, especially 
since the burdening of his property bars for him other credit 
possibilities and perhaps even rules out existing sources of credit. 
(2) The joint liability, which is important for the creditor, even 
though it is limited, tends to exclude the better potential debt- 
ors since they fear losses from this liability. (3) Long term in- 
dustrial credit can be adequately secured and supervised only if 
its extension and control are combined with the extension and 
control of short term credit. 


It is rightly emphasized that long term industrial credit, even 
when secured by mortgage, is not credit on real property. It is 
rather individual credit requiring individual service. It may have 
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name and legal form in common with the credit on dwelling 
house mortgages but not the same economic significance. 

On the other hand, the German Industrieschaften were not 
able to prove that they could command the capital market with- 
out state guarantee. In 1926 a private Industrieschaft was im- 
possible. In 1928 this seemed possible, but the condition of the 
capital market dispelled these possibilities. In 1927 the large 
banks of Germany did indeed prove their ability to float large 
loans, but they felt uneasy under this obligation. In order to 
maintain their reputation they knew that they had to regulate 
the course of the loans they had issued (even by pegging, if 
necessary) and hence the long term character of these loans was 
rather dubious. 

The redemption of bank credits by loans of a commonly es- 
tablished subsidiary organization would be immune from such 
objections. Such an organization, however, would loosen the in- 
timate connection between short and long term credit and it 
would need particularly to be safeguarded against becoming 
burdened with bad risks. The banks assigning the credit would 
have to guarantee the fulfilment of the obligations and would 
moreover have to provide a sufficient guarantee of capital. 


Viner and Hardy have already shown that even in the United 
States the problem of providing capital for small enterprises is 
not a problem of depression. Before the depression the problem 
was not so acutely felt because the rate of development of 
American industry was especially rapid. New opportunities were 
continually opening up. Fortunes were rapidly accumulating 
and the owners had enough of the pioneering spirit to reinvest 
their money in new enterprises. 

This period is now past. Even after the depression progress 
will be much slower, profits lower and new possibilities more 
limited. Wherever new developments appear an existing large 
scale enterprise will carry the costs of experiment and enjoy the 
profits more frequently than before. Capital, which is formed 
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with more difficulty, loses its daring, or chooses the play of the 
stock exchange rather than the risks of enterprise. It is perhaps 
one of the most serious charges against the stock exchange that 
it diverts risk-bearing from production and makes an irrational 
and wasteful use of it. Particularly the long continued rise in 
stock exchange values during the last boom period appears per- 
manently to have corrupted the American investor. 

Thus the problem of supplying credit and capital for smaller 
enterprises seems to be a permanent one. At the present time 
there are special circumstances which make the problem more 
acute. The banks have increased their requirements for short 
term credits as a result of their experiences in the depression 
and the effects of rigorous controllers. They refuse to finance 
working capital which cannot be repaid within at most a year. 
The lowering of prices which has gone on for several years has 
eaten up the working capital of many small firms and wiped out 
their capital as a basis for credit. In many cases the opportunity 
to buy merchandise on long time contracts has made up for the 
lack of bank credit. Very often, however, smaller enterprises 
seem to have been hindered in the development of their current 
business because of lack of credit.1 Ralph Young, in his extensive 
investigation of the availability of bank credit? in 1932, arrived 
at the conclusion that about one fifth of all the firms depending 
on bank credits for operation had either been refused or had 
had their credit restricted. In the case of smaller firms almost 
one third had difficulties. Young found that a large number of 
these had been rated as “high” and “good” by Dun. The most 
significant result of his study for our purposes is the fact that 
only in a small minority of these cases were seasonal credits in- 
volved. In more than four fifths of all cases there was need of 
middle term credit. Unfortunately there is no detailed account 
of how these conclusions were arrived at. We might also mention 
that one group of entrepreneurs who were questioned blamed 


*These remarks are based on Viner and Hardy’s Report, op. cit. 
"Young, Ralph, The Availability of Bank Credit (New York 1932). 
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the insufficient judgment of the bankers for the special situation 
of the customers. Others found the attitude of the banks to be 
justified. On the basis of his investigation Young advocated the 
establishment of special agencies for intermediate term indus- 
trial credit. 

A much more serious question perhaps is that of how a small 
enterprise can be placed in a position to renew its depreciated 
and obsolete equipment and make use of the technical progress 
which its larger competitors are able to introduce. The fact that 
lack of capital in these businesses stands in the way of natural 
recovery in many branches of industry is only the smaller loss. A 
much greater and more lasting loss is found in the fact that good 
and productive small businesses succumb to less productive but 
financially stronger large firms. 


II 


Most of the criticism directed by German writers against the 
German solutions was concerned with the organizational aspects. 
The question has hardly been discussed whether collective long 
term credits are at all possible economically for small and inter- 
mediate enterprises and whether the costs and risks of such credit 
organization do not make too much of a burden on most of these 
business enterprises. 

Very serious difficulties actually do exist. It is beyond question 
that it is cheaper to arrange a credit of one million dollars to 
one concern than to arrange for $100,000 each to ten concerns, 
or $10,000 each to one hundred. It is, of course, to be assumed 
that the banker will scrutinize the condition of the large creditor 
more closely than that of the small one, and that the legal negotia- 
tions concerning terms of credit and guarantees with the large 
creditor may take more time than in the case of the small credi- 
tor. It is also to be assumed, however, that the expenditure of 
time does not increase proportionately with the magnitude of 
the credit. The small borrower’s balance sheet also must be in- 
vestigated, and with the small borrower, too, there must be a 
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wrangling over guarantees. The same is true of the supervision 
of the credit. Larger credits naturally require more supervision 
and more qualified and therefore higher paid employees, but 
this requirement does not increase proportionately with the size 
of the loan. This applies equally to short and long term credits. 

It is, therefore, obvious that financial enterprises with ample 
capital which do not fear the greater risks give preference to 
large credits. It is more than a mere coincidence that the com- 
plaints in Germany concerning the inadequate supply of credit 
for the smaller enterprises began to increase with the growing 
concentration of the banks. In the United States, on the other 
hand, the check put on concentration may have preserved the 
small banks as well as the small credit. Small credit will generally 
be dearer the more preparatory work and supervision is required 
since the costs of refinancing can be taken as equally high for 
both large and small credit. The greater the expenditure of labor 
in extending a given form of credit, the higher will be the charge 
to be added to the pure interest rate, and the greater the dif- 
ference among the several types of loans in the nominal interest 
charge. 

If, for example, the general rate of interest is 4 per cent and 
the annual administration charge for a $10,000 credit is $50, 
while the administration charge for a $1,000,000 credit is $1,000, 
then the total charge for the smaller credit is 4.5 per cent (400 
plus 50 doliars) and for the large credit 4.1 per cent (40,000 
plus 1,000 dollars). If the annual administrative costs for the 
small credit are $200 and for the large credit $4,000 (here, too, 
the large credit costs twenty times as much as the small credit) , 
then the aggregate charges on the large credit come to 4.4 per 
cent (40,000 plus 4,000 dollars) and on the small credit to 6 
per cent (400 plus 200 dollars). Long term industrial credit, 
however, requires undoubtedly very intensive work of prepara- 
tion and supervision if it is not to remain limited to a very low 
and in many cases insufficient percentage of the working capital. 
It must, therefore, cost relatively more for the small debtor than 
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for the large one if large and small debtors are to be burdened 
with their actual shares of the costs. 

Small credits involve more risk than large ones. Naturally, in 
an unfavorable case more can be lost by a large credit than by a 
small one. But generally large debtors will show less loss than 
small debtors of equal quality. This assumption rests on the 
greater variation of profits in the smaller enterprises and not 
upon any lesser average of profit earning capacity of these firms. 
There is still no conclusive answer to the question as to whether 
larger or smaller enterprises are generally more profitable.t 

In the depression years of 1931 and 1932 in the United States, 
the smaller the enterprise the lower was the profit rate. In 1932 
among the group of factories with less than $50,000 capital more 
than 35 per cent of the capital was lost. In enterprises with be- 
tween $100,000 and $250,000 capital only 11 per cent was lost 
and in corporations with $5,000,000 to $10,000,000 capital only 
about 4 per cent was lost. The enterprises of over $50,000,000 capi- 
tal came through without any loss, but also without profit. 

These figures do not give an altogether accurate picture since 
in the smaller enterprises a part of the profits often is drawn as 
salary. But even if all salaries are treated as if drawn from the 
profits, we find that in 1932 it was the smallest corporations 
which suffered most, showing losses of 7 per cent. All other 
groups of large enterprises showed an equal percentage of loss 
(2 to 4 per cent) and only the very large corporations showed 
the modest profit of 0.5 per cent of the capital.? 


*Cf. Paton, W. A., Corporate Profits as Shown by Audit Reports, National Bureau 
of Economic Research, 1935; Epstein, Ralph C., Industrial Profits in the United 
States, National Bureau of Economic Research in cooperation with the Committee 
on Recent Economic Changes, 1934; Fabricant, Solomon, “Profits, Losses and 
Business Assets 1929-34” in National Bureau of Economic Research, Bulletin no. 
55. See the review of these publications in the next issue of Social Research. 
*This fact may have been influenced by the following conditions. During the 
depression the least profitable enterprises dropped to the next lower class as a 
result of the loss of capital. In all classes except that of the very smallest enter- 
prises, the influx from above was either partly or wholly balanced by outflow 
below. Only the group of smallest enterprises simply received the influx of those 
bearing losses. This is bound to influence the rate of profit. 
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In 1931 the situation was almost the reverse. The profitability 
diminished with the increasing size of the enterprises and the 
minimum was reached with the firms with $1,000,000 to 
$5,000,000 capital. The corporations with more capital showed 
again an increasing profit rate, partly due, perhaps, to the higher 
percentage of public utilities in these groups. 

The more recent studies by Epstein and Paton cover a period 
of ten years, of which three years were most favorable economi- 
cally. They show a higher average rate of profit in the small 
enterprises than in the large ones. The very large enterprises, 
according to Epstein, came off worst. 

These investigations, however, in many respects make an un- 
duly favorable showing for the small business. They include only 
firms of long standing. The long established businesses in the 
smaller sized groups represent in most cases the survival of the 
best and most profitable enterprises, since the less profitable ones 
go out of business after a short period. On the other hand, the 
very large firms are at a disadvantage in that through mergers 
and the consequent overvaluation and inclusion of good will, 
their capital may be absolutely and relatively inflated. The rate 
of profit is, therefore, reckoned too low. 

On the basis of existing data it is, therefore, impossible to 
advance a conclusive judgment as to the dependence of the rate 
of profit upon the size of the business. Many things point, never- 
theless, to the fact that the interaction of various factors brings 
to an approximate equality the average rate of profit of smaller 
and larger business enterprises. 

The credit risk is, however, determined not only by the level 
of profits but also by the dispersion of the profits around the 
average. This dispersion seems to be greater in the smaller enter- 
prises than in the larger ones. 

Paton has classified the average profit rates of about seven 
hundred corporations in the years 1927-29 and has arranged 
them according to size of the groups and according to the profit 
rates. He found that 14.1 per cent of corporations with less than 
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$200,000 capital showed losses and 14.2 per cent showed more 
than 20 per cent profit. Seven per cent of the corporations with 
more than $5,000,000 capital showed losses and only 9.6 per 
cent showed more than 20 per cent profit. Of manufacturing 
establishments with less than $200,000 capital, 14.1 per cent 
remained below the zero line and 19.2 per cent were above the 
20 per cent line, while of the firms with more than $15,000,000 
capital, 4.4 per cent showed a deficit and only 6.5 per cent 
yielded more than 20 per cent profit. 

If the percentages in Paton’s statistics are to be taken as typical 
then there will be two or three times as many small enterprises 
in the extreme good and extreme bad classes as there are of the 
greater enterprises. This is not altogether improbable. The profit 
rate depends, apart from the interest level, on recognizable and 
unrecognizable chances and on avoidable and unavoidable 
hazards. The utilization of ascertainable chances and the elimina- 
tion of hazards turn on the capacity of the entrepreneur. The 
advantages derived from unascertainable chances or the losses 
sustained from unavoidable hazards are merely accidental. In 
large enterprises there is usually a tendency to greater equaliza- 
tion of chances than in smaller enterprises. Greater market fields 
and greater variety of production lessen the dependence on 
chance. 

A given entrepreneurial service combined with large capital 
will influence the total profit more strongly than if combined 
with small capital. With varying entrepreneurial ability, on the 
other hand, the rate of profit will vary the more markedly from 
business to business according to the amount of capital invested. 
*Epstein’s statistics (op. cit.) on the distribution of larger and smaller corpora- 
tions among the individual profit zones show only a weak tendency toward greater 
dispersion in the smaller corporations. Among the large corporations those with 
less than $500,000 stand out because of their particularly high profit rate. This 
leads us to suspect that these smaller enterprises made up most of the groups 
with high profits. In the case of the smaller businesses, furthermore, the salaries 
of the entrepreneurs in the successful firms take out much of the high profit. 


On the other hand, since the non-profit making plants have not been included in 
the material, the picture of the dispersion cannot be an accurate one. 
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If the entrepreneur is paid a salary which roughly approximates 
his particular contribution, then the most efficient entrepreneurs 
will be attracted to the largest enterprises and the smaller ones 
will remain in charge of the ordinary type of entrepreneur. In 
this way the influence of differences in entrepreneurial capacity 
on variations in the profit rate will disappear. Actually, however, 
since the entrepreneur often receives, besides a salary, a share 
in the profits, and since the movement of efficient entrepreneurs 
to the larger enterprises is often barred, the differences in entre- 
preneurial capacity do influence. the rate of profit. An additional 
reason why this should be the case lies in the fact that various 
sized firms require various qualities of business ability. 

If the assumption is correct that the profit rates of small firms 
are more largely dispersed around the average than the profit 
rates of large firms, then there is a serious difficulty in providing 
long term credits for smaller enterprises. 

We may illustrate this principle clearly by a rather crude 
example with extreme assumptions. Three large and three small 
enterprises are compared. All the enterprises are financed half by 
their own capital and half by long term outside credits. The 
average return on the total capital of both the small and the large 
enterprises is 10 per cent. Eight per cent must, in all cases, be 
paid on the outside capital. In the group of large enterprises we 
will assume that the average of 10 per cent is derived from three 
profit rates of 5 per cent, 10 per cent and 15, per cent. All enter- 
prises can pay interest on their loans, for even the least profitable 
enterprise earns 5 per cent on its total capital, therefore 10 per 
cent calculated on the outside capital alone, and thus can pay 8 
per cent interest. 

In the small industries the variation in profit is assumed to be 
three times as high. The worst business operates at a loss of 5 
per cent, the best at a profit of 25 per cent, and the medium 
yields a normal profit of 10 per cent. The worst enterprise is 
soon unable to pay the interest charges and its capital, too, is 
largely lost. If the three enterprises are operating under a joint 
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guarantee, the other two would have to make up for the interest 
and capital losses, and if the capital losses had to be made up in 
five years, then the two solvent enterprises would have to pay 
12 per cent current interest instead of 8 per cent and in addition 
almost 10 per cent annually to cover the capital loss. The total 
burden therefore would amount to almost 22 per cent. This 
means, however, that the enterprise of medium efficiency would 
have to give up all its profit and something more in addition and 
thus be greatly endangered. 

Another illustration may approximate more closely the actual 
quantitative relations. We will assume that the distribution of 
borrowers — representing from the outset a selection of reliable 
firms — on which Paton’s study is based, follows the law of chance. 
About one seventh of the borrowers will be profitless firms. 
Some of these firms will perhaps fulfil their obligations in 
liquidation. But half, perhaps 7.5 per cent of all the firms, will 
represent a total loss, and unless the creditors are to bear the 
losses the other borrowers must make them up by additional 
charges. For these other borrowers the burden is the greater the 
shorter the term of the credits. If the term is ten years and if the 
insolvency occurs in the fifth year then the sound firms will have 
to pay 7.5 per cent more interest for the next five years and in 
the end will have 7.5 per cent more principal to pay back. This 
means, however, that the actual interest burden, calculated for 
the ten-year period, would be 6.75 per cent, as against 6 per cent 
before. 

This example is probably still too favorable. The creditors will 
no doubt seek out borrowers better than the average. In the 


course of ten years, however, a crisis may be expected to set in 
and a higher percentage of previously reputable firms would be- 
come involved in difficulties. If the percentage is 30 then the 
actual interest will increase from 6 per cent to 7.8 per cent. 
This means, however, that in order to compensate for the 
risks involved in long term credits for smaller enterprises due 
to the variation in the profit rates, above all in the course of 
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longer periods, such a high additional interest charge is necessary 
(apart from the costs of management) that a considerable num- 
ber of the borrowers will be crushed by the interest burden, or 
at least appreciably restricted in the necessary formation of their 
own capital. 

It may be said that the credit risks could be reduced and the 
interest burden lightened by the exercise of caution in credit 
extension and by painstaking supervision. This is true, but 
cautious credit extension necessarily means insufficient credit in 
many cases and may narrow down the circle of borrowers to the 
point of insignificance. Careful selection and supervision, more- 
over, involve higher administrative costs. What is saved on losses 
must be disbursed for administrative costs. 

There are three main possible forms of long term small credits, 
although in view of the facts we have adduced they cannot ade- 
quately solve the problem of financing smaller and intermediate 
businesses. The first type is that of small loans, small relative to 
the equity, with low risk, low administrative costs and low in- 
terest. ‘There is a limited possibility of existence for this type 
under certain conditions, as after a depression and _ inflation, 
when the working capital is exhausted but the ground and 
building capital is clear. No general solution along this line, 
however, is possible. 

The second type is that of loans equal to a larger proportion 
of the equity, with low administrative costs, higher risk and 
higher interest. Possibilities of realization for this type are found 
at best in certain phases of the upturn of the business cycle, es- 
pecially if the capital market estimates risks lightly and accepts 
dubious securities at a relatively favorable rate. 

The third type is that of larger loans, relatively, with higher 
administrative costs, somewhat less risk and higher interest. This 
set up will as a rule be wrecked by too high interest. If a bank 
combines short term credit with long term credit then the savings 
on administrative costs and interest, which must be paid by the 
borrower, might make possible this type of long term credit. 
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Ill 
In the last section we found that the high risks of long term 
credit to small businesses are due essentially to the high variation 
in profit rates. The general extension of long term credits to 
such businesses involves additional interest charges or other 
guaranties to compensate for the relatively high losses which are 
anticipated. This situation raises the question whether under 
these conditions the fixed interest-bearing credit is, after all, the 
most suitable method of solving this problem, and if perhaps 
some form of participation in the undertaking might not be a 
more natural solution. The financing of smaller firms by par- 
ticipation gives the creditor a share in the profits of the successful 
enterprises and compensates him for the losses in the unsuccess- 
ful enterprises. It appears not altogether impossible in this way 
not only to maintain a reasonable average interest on the in- 
vested capital but also to compensate for capital losses through 
profits on the sale of shares in the enterprises that are successful. 

The profits in which the financial backer shares need not be 
identical with the earnings shown in the balance sheet. Wherever 
the entrepreneur draws a salary which is more than a reasonable 
compensation for his services the difference might be added to 
the profit balance before the shares in the profits are calculated. 

Nor is it necessary that the participation should represent a 
full sharing of profits and losses. A fixed low interest rate might 
be agreed upon together with a share in the profits earned. Often 
the borrower will prefer to reduce his fixed burdens and in re- 
turn will be willing to give up his claim upon the full enjoyment 
of possible profits. 

The borrower will often wish to reserve the right to dissolve 
this participation arrangement. He will consider it entirely fair 
if he must pay the withdrawing participant a premium if the 
business is successful. 

The man who supplies the capital will often desire to have 
some guaranty through mortgages or pledges. Such a demand 
might appear bearable and reasonable if the backing is for a 
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substantial sum, thus making further credits superfluous. It is not 
of any fundamental importance as to what legal form this partici- 
pation assumes. The “‘participant’”’ might take stock, enter a part- 
nership or make a loan with a contingent share in the profits. 

It is conceivable that the banks might go over to a policy of 
advancing part of their credit under the form of participation 
and of transforming the existing long term credits into participat- 
ing claims. It should nevertheless be emphasized that the spirit 
of short term bank credit, as it is found in its purest expression 
in England and as it is coming to be accepted more and more as 
the ideal in the United States, is hostile to such participation. 
Short term credit strives above all for security. Participation aims 
at profits and is therefore impossible without the readiness to 
assume risks. If credit banks are to take over the participation 
business, then a necessary presupposition is the strict limitation of 
the sums set aside for this and a sharp division between the partici- 
pation branch and the other branches of the credit business. 

Another possibility is the creation of special banks dealing 
only in such participation in smaller enterprises and standing 
very close to the investment trust company. The fact that private 
initiative has thus far brought about only sporadic institutions 
of this kind and without any lasting success suggests that it is 
safest to reserve judgment on them. We should also not overlook 
the very many unfavorable experiences which private capitalists 
have had with participation arrangements. The common joke, 
“First I had the money and he the experience, now I have the 
experience and he the money,” has some basis in fact. Above all, 
attention must be paid to the objection that the administrative 
costs of such institutions may be out of proportion to their 
results. 

It is not at all inconceivable that an able individual with a 
small but first class staff might be able to run profitably an in- 
vestment trust for small partnerships, especially if he started at 
the low point of a depression and not, as most of the New Era 
investment trusts did, at the peak of a boom. 
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It is more probable, however, that a more satisfactory solution 
can be arrived at in another way. This involves the development 





of a new type of occupation, which we may call “associate par- 
ticipation.” The associate participant may have started as an 
accountant or bank official and must combine the accountant’s 
understanding of books and figures with the business judgment 
of a banker. His experience as an accountant need not have made 
him too critical and his banking experience not too cautious nor 
too speculative. The associate participant would [be commis- 
sioned to invest a definite capital of, say, $100,000 to $300,000 in 
participation undertakings not to exceed $100,000 or $200,000 
each. He would be given the liberty to engage either in many 
small undertakings or in only a few large ones, to concentrate, 
if he wished, on a definite district or definite branch of industry. 
He would be free to choose the form of the participation but he 
ought not grant short term bank credit. 

This associate participant should be something more than a 
supplier of capital and receiver of profits. He should also be ad- 
viser to the borrower in financial, bookkeeping, Cost accounting 
and fiscal matters. He would save the borrower the services of 
an accountant and his various services would form the basis for 
the supervision of the investment made through him. Through 
this connection a double work of supervision would be avoided, 
the control of the participation enterprise improved and the 
earnings increased. His functions would not transcend those per- 
formed by hundreds of auditors in Germany who are now doing 
this work, often very successfully. His services, however, would be 
confined to firms in which he himself had an interest. The 
money, to be sure, would not be his own, but his salary would be 
so regulated as to be dependent on the success of his work. He 
would be granted a low fixed salary of perhaps $3,000 — about 1 
per cent of the amount invested through him. He would have to 


pay interest on the invested capital at rates corresponding to the 
rate on high grade securities, say, 4 per cent. Of the commissions 
and profits realized through his activities he would receive, we 
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will say, 25 per cent. He would not, however, be permitted to 
draw out more than 10 per cent of the profits until he had ac- 
cumulated a reserve of 10 per cent of the capital invested 
through him. The personnel he wishes to engage he would have 
to pay out of his own pocket. If an associate participant, there- 
fore, should net earnings of 12 per cent on an investment of 
$300,000, on which he had to pay 4 per cent interest, there would 
be a surplus of $24,000, on which he would have an ultimate 
claim to 25 per cent, or $6,000. Of this he would draw $2,400 
immediately and place $3,600 in the reserve. After going on for 
a little more than eight years he would have created his reserve 
of $30,000 and would attain full control over his 10 per cent 
share in the profits. In the beginning his total income would be 
$5,400; in the ninth year it would come to $8,400 in addition to 
earnings on his reserve. Furthermore, the associate participant 
would have $30,000 invested in the business after eight years. If 
he withdrew, the value of his share would have to be definitely 
fixed. All deficits would be covered so far as possible from his 
reserve. For any excess deficit he would have to assume 25 per 
cent of the responsibility, to be met out of his future earnings. 
At a yield of 12 per cent and with $300,000 invested, the par- 
ticipation would realize a total of $36,000, of which $12,000 
would be income from interest at 4 per cent and $24,000 profits 
to be shared between the financial backers and the associate 
participant. For the salary of the associate participant $3,000 
would be deducted, leaving $21,000; the associate participant 
would be further entitled to 10 per cent of the profit, or $2,400. 
Thus the sum of $18,600 would remain as a profit for the 


financial participants, or rather more than 6 per cent in addition 
to the basic interest rate of 4 per cent. This does not, however, 
represent net profit. However desirable it might be to leave the 
widest possible range of initiative to the associate participant, yet 
a minimum of control is indispensable, and the cost of such 
control would have to be paid out of profits. The associate par- 
ticipant would have under his direction such a large capital that 
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the temptation to appropriate part of this capital to himself by 
devious ways would be too great. This, indeed, presents a serious 
(and perhaps decisive) objection to this plan. It is, moreover, 
not the only difficulty. One may doubt whether a man possessed 
of the good judgment and the capabilities necessary to realize a 
good return from participation projects might not earn more as 
an independent industrialist or banker, and with fewer restric- 
tions upon him. The question also arises whether a good asso- 
ciate participant would not be wasting his special talents in doing 
all the technical work which this plan requires, and whether 
it might not be better to entrust him with the administration of 
a much greater capital and to transfer the routine work of audit- 
ing to less qualified and therefore lower paid assistants. 

Finally, there may be some doubt that sufficient profits could 
be earned through a long period of time and that private capital 
would be willing to assume the risks involved. This raises the 
question whether it would be justifiable to use public funds for 
such an experiment. It is the personal opinion of the writer that 
it would pay to experiment in the field of supplying capital for 
smaller and intermediate enterprises. It would be worth while 
to test out three or four methods with sufficient capital in order 
to distinguish between those capable of realization and those 
that are merely utopian. 

There is no doubt that in many fields smaller and inter- 
mediate enterprises are less efficient than large ones for purely 
technical reasons. But it is at least probable that in many other 
fields the superior competing power of the large concern turns 
on its differential advantages in the capital market. This financial 
advantage may indeed be due primarily to the natural 
superiority of large enterprises, a situation which cannot be 
changed by any form of organization of credit or distribution of 
capital. It may, however, be possible to fill in some gaps in 
modern financial organization and thus maintain the smaller 
enterprises where natural conditions are favorable for them. 

The economic significance of a better financing of small enter- 
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prises is less in those branches of production in which smaller 
plants are still the rule. In such cases some good may be effected 
in so far as enterprises technically up to the standard or even 
above the standard may be supported in their competition with 
other enterprises whose only claim to superiority lies in their 
better financial position. This means indeed only a better selec- 
tion for survival among small enterprises, not the protection and 
promotion of small industry as such. In many fields of industry 
there is no longer any competition between small and large in- 
dustry. In others it is still active. In many branches of produc- 
tion, however, in which the small factory is still the prevalent 
type, the large scale concern is appearing as a redoubtable com- 
petitor, which through vertical concentration of small factories 
and through the application of superior financial power makes 
continued existence difficult for the small independent 
enterprise. 

Those who stress the value of individual initiative in economic 
life may fear that the institutionalization of participation would 
limit one of the few possibilities for an individual possessing 
capital to contribute directly to the building up of business en- 
terprises. This is, however, no necessary consequence of the 
plan we have proposed. It is not at all unlikely that the associate 
participant would look for buyers to take off his hands a fully 
developed participation in order to organize a new participation. 
A successful project might lead to imitation, and thus the mar- 
ket for such participation might be stimulated rather than 
destroyed. 

It is also conceivable that the profession of associate partici- 
pant might prove a good training school for finance and thus 
yield a highly valuable social economic by-product. One may 
doubt whether American banking, particularly after the disso- 
ciation of credit and investment banks, will be able to develop 
the type of industrial financier so necessary for the health of 


American economic life. 








WOMEN’S WORK IN GERMANY 


BY FRIEDA WUNDERLICH 


Arter a century of struggle for the rights of women and their 
growing position of equality with men and participation in all 
phases of public life, a sudden turn in the opposite direction has 
taken place in Germany. Acording to the National Socialist doc- 
trine, woman is too precious to participate in public life and she 
is unfit to share in the same employment with men. Woman must 
realize that her special mission is to bear children and care for 
the home, and she must concentrate on these tasks. How far will 
it be possible to realize this ideal? The revolution which started 
the women’s movement and knit women together in a close sister- 
hood fighting for a new status in society was not only a spiritual 
one. It is common knowledge that industrialization dissolved the 
economic unit of the home and forced women to help support 
the family. The reduction of household duties compelled millions 
of women to work in factories, while to other women the same 
development brought leisure which they had not expected, to- 
gether with the penalty of a new restriction of their customary 
activities. 

These economic causes alone are, of course, not sufficient to 
explain the struggle of women for liberty and a self-directing, 
self-centered existence. The great ideals of the nineteenth cen- 
tury, the rise of ideals of freedom and equality, of individual 
development and human rights, the spirit of democracy—all have 
made their contributions. The recent developments in Germany 
can be explained only by the decay of these ideals. But these de- 
velopments are also economically related to the enormous increase 
in unemployment in Germany. This factor, however, was com- 
pensated by other trends which forced women to supplement the 
insufficient income of the family or to provide the entire support 
of their families. The declining birth rate and the wide preva- 
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lence of small families worked in the same direction. We have 
thus a contradiction between the tendencies of the economic 
forces and the decay of the ideals. What outcome may be expected 
from this conflict? 

It is perhaps worth while to consider the status of women’s 
employment before the revolution of 1933 and inquire what the 
course of development might have been had there not been such 
a radical break. Of special interest is the question whether the 
German trends have been the same as those in other countries or 
whether the reaction could be explained in terms of the peculiar 
situation in Germany. 

Women’s work during the nineteenth and twentieth centuries 
underwent a number of remarkable revolutions. The first came 
through industrialization and was followed by the spiritual up- 
heaval which centered around the destruction of traditions and 
conventions prejudicial to women and demanded wider participa- 
tion of women in occupational activities. The second basic change 
was occasioned by the war, which increased women’s work during 
this period. It had a particularly great influence on the division of 
labor between the sexes and, therefore, did more to destroy old 
prejudices than the struggle of the women’s movement itself. The 
war influenced women’s work in all countries in at least three 
directions: (1) It broke up the traditional classification of 
women’s and men’s work, which was chiefly a division into skilled 
and unskilled. The war brought about the penetration of women 
into occupations traditionally carried on by men and they often 
performed men’s work with astonishing success. (2) The war 
accelerated the process of breaking up complex operations into a 
number of simple ones and necessitated the employment of 
masses of unskilled workers who had to be trained in a very short 
time. This process also enlarged the field of women’s occupations. 
(3) The war forced women who had traditionally looked upon 
the home as their only sphere of activity into outside employment 
and confronted them with new responsibilities. They achieved 
economic independence and became aware of their own efficiency. 
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More self-conscious than before the war, they began to claim the 
unconditional right to equality in all fields. 

While we should have expected the war to change the trend of 
development, the statistics show that it only effected in the long 
run a transfer of women from one occupation to another but did 
not bring about the employment of larger numbers of women. 
The vast extension in the employment of women seems to have 
been effected during the second half of the nineteenth century. 

Whether the depression may be looked upon as a revolution in 
women’s work will be decided only when a state of relative stabil- 
ity has been reached. At the end of this crisis, so incomparable to 
all former depressions, the economic structure in most countries 
will look very different from what it looked before. The changes 
which developed in this depression were in part of the same char- 
acter as those developed in other depressions. Experience has 
shown that in every business depression women are less affected 
by unemployment than men chiefly because the building and 
heavy industries, where men are mostly employed, are more af- 
fected by depression than other economic branches, and because 
agriculture, with its high percentage of women’s work, suffers 
least from unemployment. The consumption industries (textiles, 
clothing, food), the strongholds of women’s work, are almost 
always the first to recover. Another reason for women’s greater 
resistance powers resulted from their withdrawal from the labor 
market with the possibility of doing household work at home and 
of saving money during the time when they were unable to earn 
it. Thus in middle class households in Germany servants were dis- 


1 The great increase in women’s work in Germany during the war is revealed by 

a comparison of the census of 1907 with a special census of 1916 which included 
all men from fourteen to sixty years of age and women from fourteen to forty- 
seven. These figures show an increase of women’s work in production and com- 
merce from 39.2 per cent in 1907 to 73.3 per cent in 1916. According to an inquiry 
of the German Federation of Metal Workers, the number of women in 2,594 
plants increased from August 1914 to August 1916 from 63,500 to 266,500, or 319.3 
per cent, and in war industry alone 541.3 per cent (Die Frauenarbeit in der 
Metallindustrie wahrend des Krieges, Stuttgart 1917, p. 11). The peak of women's 
employment was reached in August 1917. 
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missed and daughters took over their work, or women home- 
workers decided to live for some time on the dole and to make 
up the difference between earning and dole by greater attention 
to their household and children. This tendency to withdraw from 
the labor market was compensated by the contrary tendency char- 
acteristic of periods of emergency, that women who at other times 
might have stayed at home now sought gainful employment. Eco- 
nomic insecurity, therefore, tended to increase the number of 
women workers. In most cases it was easier for women who had 
some knowledge of household work to find odd jobs than for men. 
To these features, characteristic of most depressions, was added 
during the last crisis in Germany the effects of the period of 
rationalization. 

If we survey the development of women’s work in the indus- 
trialized countries of Europe and in the United States since the 
beginning of the twentieth century, it becomes apparent that the 
highest point in the employment of women was passed at the 
beginning of the century and that, with few exceptions, most 
countries have since shown a relative reduction.’ Antonina Valen- 
tin? has shown that from the beginning of the century to the 
twenties in only six out of eighteen states (four of them Euro- 
pean) has the employed proportion of the total female popula- 
tion, as well as the female proportion of the total employed popu- 
lation, increased. In all other countries the percentage of em- 
ployed women declined.® 

In analyzing the proportion of gainfully employed women in 
the four European countries which show an increase and in com- 
paring the figures of the next census, the trend toward stabiliza- 
*See the Statistical Year Book of the League of Nations, 1933-34 (Geneva 1934). 
*Valentin, Antonina, “The Employment of Women Since the War,” The Inter- 
national Labour Review, vol. 25 (1932) pp. 480-98. 

*The percentage of employed women (in proportion to the total female popu- 
lation) rose in Germany from go.4 in 1907 to 35.6 in 1925; in the United States, 
from 14.3 in 1900 to 16.5 in 1920; in Switzerland, from 28.8 in 1g00 to 31.6 in 
1920; in France, from gg in 1906 to 42.2 in 1921; in England and Wales, from 24.8 


in 1901 to 25.5 in 1921. (The sixth state with increasing employment of women 
was New Zealand.) 
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tion becomes more evident in all cases except Germany. In 
France! the increase disappeared in 1926 when the percentage 
dropped to 36.6. In England and Wales? the percentage remained 
at a steady level from 1891 to 1921 (26.9 to 25.5). In Switzer- 
land’ the proportion of women increased less than that of men. 
In 1930 there was an absolute decline in the number of gainfully 
employed women (to 675,000 from 683,000 in 1920) as well as 
in percentage of the whole working population (to 32.9 from 35.1) . 

As for the United States, S. P. Breckinridge* has shown the 
trends in comparing the increase of the number of women gain- 
fully employed with the increase in the female population. ‘“The 
greatest increase during a ten-year period since 1900 was 47 per 
cent during the first decade, when the female population sixteen 
years of age and over increased only 24 per cent. Between 1910 
and 1920 the increase of employment was 16 per cent, very close 
to the 17 per cent increase in the female population.” From 1920 
to 1930 the increase in female employment rose to 29g per cent, 
while the increase in the female population was 22 per cent. The 
proportion of women to all occupied persons rose from 17.7 in 
1900 to 19.8 in 1910, 20.1 in 1920 and 21.9 in 1930. 

Thus we come to the conclusion that in the chief industrial 
countries of Europe which show an increase in the number of 
working women, the proportion of employed women to the total 
female population has remained rather constant since the begin 
ning of the century, while in the United States and in Germany 
women’s employment has steadily increased. 


* Bulletin de la statistique de la France et du service d’observation des prix, 
vol. 21 (Paris 1932) p. 81 ff. 

* Statistical Abstract for the United Kingdom (London 1932). Figures for Great 
Britain as a whole show a steady decline of women’s work from 31.8 per cent of 
the total female population of ten years and over in 1901 to go.8 per cent in 1921 
and from 56.7 per cent of the total population of ten years and over to 55.3 per 
cent. (Survey of Industrial Relations. Committee on Industry and Trade, London 
1926, p. 59.) 

* Statistisches Jahrbuch der Schweiz, published by the Eidgendssisches Statistisches 
Amt, 1932. 

* Breckinridge, S. P., “The Activities of Women Outside the Home” in Recent 
Social Trends, vol. 1 (New York 1933) p. 712. 
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During the same period, from the beginning of the twentieth 
century to the beginning of the depression, there have been 
remarkable changes in all countries in the nature of women’s 
work and in the distribution of work between men and women. 
These changes are related mainly to a decrease in the traditional 
occupations of women (agriculture, domestic service, textile and 


TABLE I, RISE IN THE NUMBER OF WOMEN IN EMPLOYMENT 


Germany* United States” France® Ragiend 
1907 & 1925 1910 & 1930 1906 & 1926 ane hgpensl 
1901 & 1921 

Agriculture 

Prewar 3,900,000 1,807,100 3,320,000 95,000 

Postwar 4,960,000 g10,200 3,299,000 85,000 
Domestic Service 

Prewar 1,528,000 2,530,000 772,700 1,864,000 

Postwar 1,357,000 3,180,000 650,100 1,507,000 
Industry 

Prewar 2,078,000 1,820,000 2,2'70,000 1,874,000 

Postwar 2,890,000 1,886,000 2,040,000° 1,960,000 
Trade 

Prewar 888,000 1,061,0009 768,500 464,000 

Postwar 1,478,000 2,949,0009 964,300 742,000 
Professions 

Prewar 275,000 734,700 196,100 353,000 

Postwar 528,000 1,526,200 265,000 416,000 
Civil Service 

Prewar 12,900 4,000" 98,400 

Postwar 53,000 17,000 185,400 


® Wirtschaft und Statistik, 1927, nos. 10 and 22, and 1929, nos. 3 and 6; Statis- 
tisches Jahrbuch fiir das deutsche Reich, 1934. 

b> Dempsey, Mary V., “The Occupational Progress of Women, 1910 to 1930” in 
U. S. Department of Labor Bulletin of the Women’s Bureau, no. 104, p. 7. 

¢ Bulletin de la statistique générale de la France, no. 21 (Paris 1932) p. 86 ff. 
4 Statistical Abstract for the United Kingdom, vol. 75 (London 1932); 20th 
Abstract of Labor Statistics of the United Kingdom (London 1931). Radical 
changes in the method of classification for England and Wales were made in 1911. 
€ Chief loss in the clothing industry. 

f 29 per cent loss in the clothing industry. 

9 Trade and clerical occupations. 

4 Not elsewhere classified. 
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clothing industries) and to the entrance of women into new occu- 
pations. Domestic and personal service decreased in the European 
countries but showed more stability in the United States. The 
decline of agricultural work and the increase in professional work 
was by far the strongest in the United States. 

Women’s work in Germany exhibits a peculiar development. 
The increase in the proportion of employed women to all women 
as well as to the whole employed population has been the largest. 
The increase in the number of women employed from 1907 to 
1925 Was 35 per cent, as compared with a rise of 15.5 per cent in 
the female population; the increase in the number of men em- 
ployed was 23 per cent, as compared with a rise of 11.4 per cent 
in the male population. 

The causes for this development are to be found especially in 
the social changes brought about by the war and the Treaty of 
Versailles (reparations, inflation, etc.). The war not only in- 
creased the surplus of women by about 2 million, but shifted the 
maximum of the surplus into the generation of women of mar- 
riageable age. Badly disabled men, too, have been partly excluded 
from gainful employment and from marriage. In the year 1910, 
of 100 women thirty to thirty-five years of age 18 per cent were 
unmarried; in 1925, 22.1 per cent. One fourth of the generation 
which was twelve to thirty years of age at the outbreak of the war 
cannot marry unless they were already married at that time. The 
decrease in the surplus was slowed up by the emigration loss of 
men, which has been approximately twice as high during the 
period from 1925 to 1933 as that of women.! The annihilation of 
savings, property and purchasing power in the inflation period 
compelled wives and daughters who had been accustomed to a 
sheltered life to seek employment outside the home. In the face 
of the necessity of earning a living the remaining old prejudices 
were forced to disappear. 

The censuses in Germany, both during and after the World 


* Vorléufige Ergebnisse der Volks-, Berufs- und Betriebszdhlung vom 16.vi 1933; 
supplement no. 12 to Wirtschaft und Statistik (Berlin 1934) p. 23. 
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War, were taken at an economic turning point. The census of 
1925 was taken during a wave of prosperity and showed only 1.2 
million unemployed with about 450,000 invisible unemployed in 
addition.! This year, furthermore, marked the beginning of the 
period of rationalization. The effects of rationalization and de- 
pression should really be indicated in the census taken June 16, 
1933, Which was not very far from the lowest point of the depres- 
sion. The latest census, however, has a drawback which makes it 
difficult to draw an exact comparison, for it has been influenced 
by the voluntary or compulsory change of public opinion con- 
cerning women’s work and concerning unemployment.? 


1The group of “invisible” unemployed comprises all those who do not call for 
work in the employment office and therefore cannot be included in the statistics. 
This holds true especially for those groups which do not belong within the scope 
of the unemployment insurance law. It was always possible to estimate the amount 
of invisible unemployment by comparing the movement of the figures of the 
unemployed calling at the employment office and the movement of the membership 
figures of the sickness funds, the latter giving the figures of actually employed 
persons. From the difference between these two movements Dr. Richard Luyken 
(Soziale Praxis, 1933, no. 12) calculated the amount of invisible unemployed at 
1.29 and 1.69 millions for the years 1929 and 1932. The Institut fiir Konjunktur- 
forschung (Vierteljahrsheft Jahrgang 7, p. 102) calculated the number of invisible 
unemployed in the middle of the year 1932 as 2 million. The invisible unemployed 
would normally have been included in the census and the difference between the 
census figures for unemployment and the unemployment office figures would have 
shown the amount of invisible unemployment. In a formal sense this holds true 
for the collection of figures in 1933, but actually the results are changed, as pointed 
out below. 

*The modification which influenced the concept of “unemployed” is a mental 
one. It is connected with a special kind of struggle against unemployment which 
brings discrimination against special groups of employed. For instance, married 
women must go back to the home; they, therefore, cannot call themselves unem- 
ployed. Young people must be included in some kind of labor service and they, 
too, disappear as unemployed. The movement against persons with multiple earn- 
ings discriminated against married women and made it hopeless for them to find 
work. They, therefore, did not call themselves unemployed, although logically they 
could be counted as such since they were out of work in consequence of the 
general economic situation. In addition, there are the non-Aryans who lost their 
jobs because of the new Civil Service and similar laws enacted by the National 
Socialist government and who are deprived of all chances of acquiring new means 
of livelihood. Most of them are not counted as unemployed in the statistics 
because members of independent professions, such as medicine, even when earn- 
ing nothing do not call themselves unemployed. A third group which may have, 
at least partly, dropped out of the unemployment statistics are the young boys 
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It must also be kept in mind that for the first time in the his- 
tory of German employment statistics there was a decrease in the 
percentage of gainfully employables (Erwerbspersonen, i.e. em- 
ployed and unemployed) . The absolute figures for both men and 
women rose 0.9 per cent, but not in the same ratio as the popu- 
lation (4.5 per cent). The percentage of gainfully employables, 
therefore, decreased from 51.3 per cent in 1925 to 49.5 per cent 
in 1933. At the same time the group of independents without 
vocation increased from 3.8 million to 5.8 million, i.e. from 6.2 
per cent of the population to 8.9 per cent. The total increase in 
this group is 51.4 per cent. This phenomenon may be explained 
by the growth in the number of old people and by the fact that 
the crisis made it impossible for older people to get jobs and, 
therefore, forced them into the group “without vocation.” (The 
group of social insurance pensioners, which includes old age pen- 
sioners, increased by more than 1.5 million.) 

The growing number of “members of family without voca- 
tion” (27.1 million in comparison with 26.6 million in 1925) 
may be explained by the exclusion of so many married women 





who joined the special guards of storm troops and whose numbers are not known. 
Included in the occupational statistics are furthermore the so-called additional 
employed, or those who served in the voluntary labor service, the “emergency 
work of German youth” (Notwerk), in public works, or who were employed as 
farm helpers. The last group are boys and girls under twenty-five years of age 
who are put at agricultural work, especially with peasants who receive a subsidy 
for accepting the young person in the family. The application for farm help is 
called voluntary, but those who refuse to accept employment lose their claim to 
unemployment benefits. The number of helpers at the date of the census was 
100,300, 22,800 of whom were girls. The voluntary labor service included 252,300 
on the same date and the Notwerk 34,700. The official figures show 530,000 addi- 
tional employed in June 1933. (The figures are published in “Der Arbeitsmarkt 
im deutschen Reich” in Statistische Beilage zum Reichsarbeitsblatt, 1933, nos. 22 
and 25.) Later figures show that this additional employment worked especially in 
favor of unmarried men. This might be due to the fact that it often does not 
mean work (for instance, in the labor service), but field sports (Geldndesport) 
for which boys are better suited than girls. 

In considering all these changes one comes to the conclusion that there must 
have been hundreds of thousands of persons who would have been classified by 
former statistics as visible or invisible unemployed but who were not included as 
such in the census of 1933. The census of 1933 listed only 800,000 invisible 
unemployed. 
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from the dole. Within this group the number of married women 
increased by about one million and the number of the unmar- 
ried members decreased about half a million. 

It is impossible to calculate how much the modification in the 
concept of unemployment has changed the proportion of women’s 
to men’s work. The exclusion of married women and the “‘addi- 
tional” work changed this proportion in favor of men, and the 
withdrawal of an indefinite number of young persons for some 
kind of service (in the storm troops, for instance) changed it in 
favor of women. The census shows the tendency of women’s em- 
ployment to be considerably less affected by the depression than 
men’s. There were 4 million men (20 per cent) out of work on 
the census date and only 1.1 million women (g per cent) .1 Un- 
employment affected male salaried employees (23.6 per cent; 
women, 18.7 per cent) as well as male workers (36 per cent; 
women, 19.6 per cent) . Of the male unemployed go per cent were 
workmen and 10 per cent salaried employees; among women the 
proportion was 80 to 20 per cent. More than 20 per cent of all 
unemployed women were in domestic service. 

The figures in TABLE II reveal the same trend as in other 
countries, namely a shifting from agriculture, industry and do- 


TABLE II. EMPLOYABLE WOMEN IN THE REICH® 


Absolute numbers in millions Decrease or increase 
1907 1925 1933 in percentages, 1925-33 

Women Men 
Agriculture 3.997 4-969 4.649 — 64 — 2.1 
Domestic Service 1.447 1.357 1.250 — 79 —45.9 
Industry 1.918 2.989 2.758 —79 — 19 
Trade, Banking 0.864 1.571 1.920 +220 -+ 8.9 
Civil Service 0.275 0.592 0.904 +52.7. +18.3 








8.501 11.478 11.481 
@ Wirtschaft und Statistik, 1934, no. 14. 


*Stand der Arbeitslosigkeit am 16.vi.1933 nach den Meldungen der Arbeitsémter, 
no. 10 (1933) and Wirtschaft und Statistik, 1934, no. 14. 
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TABLE III. SociAL PosiTION® 


Decrease or increase in percentages, 1925-33 


Women Men 


Independents — 4.7 — 4.2 
Helping members of the family — 0.4 +10.8 
Civil servants and salaried employees +17.4 — 4.6 
Workers — 5.6 + 4.0 
Domestic servants — 7.6 —48.6 


@ Wirtschaft und Statistik, 1934, no. 14. 
mestic service to trade, banking and civil service. Still the pro- 
portion of women to the total number of all actually employed 
rose 2.2 per cent in industry and 1.8 per cent in trade from 1925 
to 1933. There were larger increases in the percentage of women 
employed in the leather and chemical industries and in the pro- 
duction of musical instruments and toys, for example, and de- 
creases in the percentage of women in proportion to the total num- 
ber employed in the production of textiles, paper, clothing, food 
and in the hotel industry. 

The remarkable increase of salaried women employees and 
civil servants continues a trend which had already become obvious 
in the former census. From 1907 to 1925 the number of salaried 
women employees in industry, commerce and transport increased 
by eight times, while the total number of employees in these 
branches increased by two and a half times. The increase in the 
number of independents is characteristic of all depressions. The 
increase in the number of women helping members of the family 
is in fact more remarkable than it seems to be because of the 
effects of the falling off of births during the war. 

In order to explain and check these figures, we may use the 
unemployment figures published by trade unions, the reports of 
industrial inspectors and a few trade union reports. Trade unions 
used to publish the percentage of wholly and partially unem- 
ployed among their male and female members. These figures 
show that the total number of unemployed men was uniformly 
higher than that of women during times of depression. 
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Of 100 members there were unemployed in! 


June 1929 8.1 males 10.5 females 
June 1930 20.4 15.6 
June 1931 31.6 21.8 
June 1932 44.8 33-6 
May 1933 46.9 31.1 


With the growing depression, the differences rose steadily from 
4.8 to 15.8 in favor of women. Partial unemployment at the same 
time was more prevalent among women than among men, the 
difference being 12.1 in May 1933 in favor of men. This may be 
explained by the seasonal character of the three chief industries 
of women’s work—textiles, clothing and food. In the textile and 
clothing industries the practice of part time work had developed 
before the depression. According to the report of the Federal In- 
stitute for Placement and Unemployment Insurance for the period 
between January 1, 1931 and March 31, 1932 the percentage of 
women in the total number of unemployed was 21.4 per cent in 
1929, 20 per cent in 1930 and 19.5 per cent in 1931. 

Another important source of information, the reports of the 
industrial inspectors,? show that women displaced men where 
technical developments such as the splitting up of processes and 
the displacement of skilled work by machines made it possible to 
change what was formerly man’s work into woman’s work. Ac- 
cording to the inspectors’ figures women’s work from 1926 to 
1930 increased absolutely in the production of iron and metal 
and of machines while men’s work during the same period showed 
a decrease. The inspectors report a relative increase in electrical 
engineering and the chemical industry. In branches where women 
workers have been long employed in large numbers (textile, 
clothing and cigarettes) the same technical process often meant 
their displacement by machines. The reports mention that women 


*Compiled from “Der Arbeitsmarkt im Deutschen Reich,” statistical supplement 
to the Reichsarbeitsblatt. 

* Berichte der Gewerbeaufsichtsbeamten und Bergbehdérden fiir die Jahre 1931-2 
(Berlin 1933). 
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penetrated into the men’s clothing industry because growing 
standardization made division of labor possible. A few branches 
of the china and earthenware industries began to employ women 
when the potter’s wheel was displaced by casting. In the textile 
industry influences seemed to compensate each other. While the 
transition from self-actor spinning to ring spinning increased em- 
ployment opportunities for women, the introduction of automatic 
looms, on the other hand, restricted them because the supervision 
of these complicated machines had to be done by skilled men. In 
offices the spread of the typewriter and the mechanization of book- 
keeping and calculation increased the demand for women. 

The observation that women are affected less by unemploy- 
ment than men not only because of their greater force of resist- 
ance in times of depression but also because of some displacement 
of men by women on account of technical development, is con- 
firmed by several trade union reports. An inquiry into the effects 
of rationalization, carried out by the German Federation of 
Metal Workers! in 1932, gives important information on the 
change in the ratio of the sexes between 1927 and 1931. 

Examples show how technical transformations tended, on the 
one hand, to reduce the number of workers, men as well as 
women, and on the other hand, to lead to the employment of 
women on processes which formerly had been the work of men. 

Cores for motor cylinders, for instance, formerly made by 
skilled workers, were produced by women and boys with a spray- 
ing machine. Women were employed in foundries in moulding 
and cleaning castings and they often replaced skilled male 
mechanics. Only girls were employed on automatic self-feeders 
in the manufacture of small arms. Using a special conical mill- 


1 Die Rationalisierung in der Metallindustrie (Berlin 1933). The inquiry covered 
1,687 undertakings with a total number of 1,251,000 metal workers in 1927, and 
only 846,000 in 1931. The proportion of women in the whole industry rose from 
12.7 to 13.8 per cent in this period. The publication of the same trade union’s 
Frauenarbeit in der Metallindustrie had already pointed out many changes. A 
good account of these publications is given by Judith Gruenfeld, “Rationalization 
and the Employment and Wages of Women in Germany” in International Labour 
Review, vol. 29, no. 5 (1934) p. 616 ff. 
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ing machine, one man with two machines used to turn out 600 
articles a day; now one woman with eight automatic machines 
could turn out 6,000 a day. In the manufacture of bicycles male 
workers have become superfluous since the introduction of flow 
work and some of them have been replaced by women. In 
builders’ and locksmiths’ fittings, in the manufacture of stoves, 
machines and wire goods, and in enameling, in the needle indus- 
try and several other kinds of manufacturing, women replaced 
men after the introduction of new machines and conveyors. Male 
tinsmiths have been replaced by women solderers. Extreme sub- 
division of work has led to the complete displacement of men in 
the production of telephone apparatus, water meters and other 
such products. As a result of these substitutions, the percentage 
of women workers in the manufacture of iron goods increased 
from 1927 to 1931 from 26.8 to 27.9, in metal goods from 36.5 
to 38.2, in the production of office machines from 17.9 to 20.2, 
in electrical engineering from 35.8 to 37.3, in precision and opti- 
cal instruments and in watchmaking from 29.1 to 30.7 per cent. 

On the other hand rolling machines, working chains, con- 
veyors, soldering, winding, cable spinning and lacquering ma- 
chines have replaced women workers. The increase in the number 
of machines which women had to operate had the same effect. 
Women’s work after the introduction of technical changes was 
also cheaper because of its traditionally lower wage scale. In 1931 
the wages of semi-skilled women workers in the metal industry 
were only 68 per cent of those of semi-skilled men.1 Women, too, 
often worked more efficiently, more quickly or with more neat- 
ness and dexterity. The employer thus enjoyed the double advan- 
tage of higher output and lower wages and was induced to intro- 
duce technical changes in order to convert men’s work into 
women’s work. 

The process of substitution went on in other industries as well. 
According to an inquiry carried out by the Federation of Shoe- 


*“Hauptergebnisse der amtlichen Erbebung in der Metallindustrie,” in Wirt- 
schaft und Statistik 1932, no. 24. 
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makers,! the proportion of women workers in the German boot 
and shoe industry rose from 39.1 per cent in 1913 to 49.7 per 
cent in 1930. 

In the leather industry the German Federation of Leather 
Workers? reports that from the end of 1930 to the end of 1931 
the number of young female workers was tripled. It rose from 
263 to 820. 

These reports show that at least in the three mentioned indus- 
tries the proportion of women to men has been changed in favor 
of women without there being any prospect of inversion in time 
of prosperity. This development has been favored by the fact 
that wage cutting in the depression enlarged the gap between 
women’s and men’s wages. The emergency decree of September 4, 
1932, which provided state wage premiums for new engagement 
of workers, gave compensation for a greater proportion of 
women’s than of men’s wages and thus induced employers to 
supplant men with women. Since the decree was only carried 
through a short time ago, it has not as yet had any far reaching 
effects. 

The movement of women’s work in production and services 
between the two censuses in 1925 and 1933 in Germany was 
influenced by three different groups of causes. The first, men- 
tioned above, exercised its influence during the rationalization 
period. It acted partly in favor of women and partly against 
them. When rationalization stopped at the beginning of the 
depression, a few of those forces which always strengthened 
women’s powers of resistance in depressions became obvious. The 
catastrophe in the building industries did not touch them because 
their employment in construction had never been allowed. In 
agriculture and domestic service there was the necessity of meet- 
ing the great scarcity of labor supply first before unemployment 
could set in. In agriculture alien workers could be displaced by 
citizens. But when the depression began to look dangerous state 


1 Jahrbuch des Zentralverbandes der Schuhmacher (1930). 
2 Jahrbuch des deutschen Lederarbeiterverbandes (1931). 
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interference operated as a factor against women. Public works 
were established chiefly in branches with few women workers. 
Employers were induced to consider in dismissals the social con- 
ditions of their workers and the possibility of the employees 
receiving subsistence from other persons. The opposition to 
double earners operated against the employment of. married 
women. The latter tendencies have been intensified by the policies 
of the National Socialist government. 

In order to estimate the influence which this new tendency 
may have, we must glance briefly at the position of women in 
Germany in the professions and in civil service. As compared 
with the United States or with some of the other European coun- 
tries, the struggle of women in Germany before the war for 
positions in the academic vocations was beset with many diffi- 
culties. In no country was there such a long struggle to secure 
the establishment of high schools for girls and the admission of 
women to the universities. It was not before 1908 that the Prus- 
sian government admitted women as full students to the uni- 
versities. At the outbreak of the war only a small number of 
women worked in the professions, especially as physicians and 
teachers. In 1914 about 4,000 women were registered in the 
German universities. In Prussia there were 540 high schools pre- 
paring boys for the university and only 43 schools of a corre- 
sponding grade for girls. The war paved the way for emancipa- 
tion and the revolution of 1918 seemed suddenly to overthrow 
all the old prejudices. Universal suffrage was proclaimed in 
November 1918 and the Weimar Constitution prescribed that 
men and women should have fundamentally the same civil rights 
and duties (Article 109) and that all citizens without distinction 
are eligible for public office in accordance with the laws and 
according to their ability and services (Article 128). Forty-one 
women were elected to the first Reichstag (9.6 per cent of the 
membership) , 117 for the state diets and 1,400 for municipal 
bodies. These numbers were maintained with but a slight decrease 
up to the last normal elections in 1933. 








326 SOCIAL RESEARCH 


In the first rush of the revolution women seemed to have 
attained full equality. Educational opportunities were expanded 
and discriminations collapsed on all sides. A few women rose to 
high positions in ministries, universities admitted women as lec- 
turers and the legal profession was opened to them. Very soon, 
however, the tempo of development slowed down. Although the 
women themselves had never been radical in their demands and 
always emphasized the peculiar tasks of women, the feeling against 
them never disappeared. To secure an equal position a woman 
had to be better than the man who applied for the position. With 
the depression the reaction against the relative equality which 
women had gained became very marked. 

Thus in considering women’s position in professional work 
and in civil service in 1932, we can merely say that a hopeful 
start had been made. Since the vocational subdivision of the 
census of 1933 has not yet been published, we can only use the 
figures for 1925. These figures compared with those for the United 
States and England and Wales! show the following: 


England 

Germany United States and Wales 
1925 1930 1921 
Nurses and Midwives 133,300 288,737 118,086 
Dentists 835 1,287 296 
Physicians 2,500 8,300 1,200 
Teachers 96,600 880,400 187,282 
Musicians 13,000 79,000 16,450 
Social Workers 29,900 24,592 1,863 


Seventy-four women lectured in the 1932-33 term in German 
universities but there was only one full professor. The figures 
show that the development in Germany was just in its beginning. 
The law profession was not opened before the twenties and the 
training period was from seven to eight years. In the German 
1Figures of gainfully employed in the three countries: Germany in 1925, 32 


million; the United States in 1932, 48 million; England and Wales in 1921, 19-3 
million. 
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public service there was no woman cabinet member, no woman 
in the diplomatic service and no woman as mayor or governor. 

In 1926 the number of women civil servants in the federal 
ministries of finance and postal service was 45,885 (only one of 
them in the “high” service), and in the sixteen other federal 
authorities only 39 (8 of them in the “high” service) .1 To these 
must be added 8,193 salaried employees. Only a relatively small 
number worked in the high civil service of the states (in Prussia, 
g in school supervision, 8 in the district governments and 27 in 
provincial self-government) . The employment of women in high 
positions in municipal administration was an exception. Accord- 
ing to unofficial reports all women in high civil service have been 
removed from their positions since the National Socialist govern- 
ment came into power. 

How far the desire of the National Socialists to displace women 
by men will succeed cannot yet be judged completely. The effect 
probably will be different in the professions and in civil service 
from that in agriculture, private offices and factories. It is very 
easy not to employ women in civil service and it is easy to dis- 
criminate against women physicians and lawyers. It is more diffi- 
cult, however, to interfere with private business. The laws against 
non-Aryans have been particularly hard on women, because the 
two exceptions which the laws admit for non-Aryans, exemptions 
based on World War service and on positions held before 1914, 
have no meaning for women. They did not fight at the front, 
although they often did valuable war service, and they were in 
only a few vocations before 1914. The orders for the admission 
of physicians to the insurance funds? do not exclude women but 
prescribe that a married man must be given preference over all 
unmarried persons and that a married woman must give up her 
position in favor of a young man. Since there is a surplus of : 


physicians there are enough married male doctors and the woman 
*Liiders, Dr. Marie Elisabeth, “Frauen im Verwaltungsdienst” in Jahrbuch des 
Bundes Frauenvereine, 1927. 

*Verordnung iiber die Zulassung von Arzten zur Tdligheit bei den Kranken- 
kassen vom 17 v 1934, §§ 15 and 17. 
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physician has no chance. Forty-three per cent of all women physi- 
cians were employed by the insurance funds. The decrease in 
women physicians through dismissals of married women has been 
estimated at six to seven hundred. Other privileges given to those 
who fought at the front, members of the storm troops and the 
Stahlhelm, also apply only to men. In order to understand the 
importance of this discrimination against women physicians one 
must consider that 80 per cent of all physicians’ work in Germany 
is paid for out of the funds of the public sickness insurance and 
that a great part of the remaining 20 per cent belongs to private 
funds where the admission of physicians is also controlled by the 
state, as, for instance, in the exclusion of non-Aryans. Another 
possible discrimination is the exciusion of women from hospital 
positions, and their training in hospitals may be made more diffi- 
cult. The danger in the case of all positions is not that of imme- 
diate dismissal but rather in the principle that wherever men 
compete with women precedence shall be accorded to men. 
Another way of reducing the number of women in academic 
vocations is found in the reduction of women students. Until the 
advent of National Socialism the only requirement for studying 
in a university was the final degree from one of several kinds of 
high schools. The number of boys and girls graduated from these 
schools in 1931-32 was 43,214,! of which 25.1 per cent were girls. 
The National Socialist government introduced the principle that 
only a certain percentage of boys and girls receiving the degree 
were to be admitted. Fifteen thousand boys may be declared 
eligible for the universities (hochschulreif) and 10 per cent of 
this number is the maximum figure for girls. In addition the 
states may lower even this percentage. The selection is based not 
on efficiency but chiefly on health and “national reliability.” The 
latter, according to an official interpretation, means activities in 
National Socialist organizations. Even in 1933, before the restric- 
tions were introduced, girls became so discouraged that only 
22.62 per cent graduating from the recognized schools went to 


1 Jahrbuch fiir das héhere Schulwesen, 1931-32. 
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the universities (as compared with 43.24 per cent of the boys) .? 
The number of new women students at the universities decreased 
from 6,243 in 1930-31 to 3,584 in 1933-34 (as compared with the 
decrease of men from 24,563 to 17,245). In the spring of 1934 
only 16.5 per cent of girls graduated from high schools turned 
to the universities (49.18 per cent of men). Thus the proportion 
of men admitted was higher than that of those who came to the 
universities in the spring of 1933 but the proportion of women 
was lower. A much higher percentage of women than of men left 
the universities without finishing their studies. In 1933-34 twice 
as many girls left the universities as entered. Within the whole 
student group the number of boys decreased from 1933 to 1934 
by 17.3 per cent, that of girls by 26.5 per cent. 

The legislation concerning the teaching profession, which in 
Germany is mainly included under the civil service, provides 
that women shall not be excluded, but that in Prussia their pro- 
portion shall be reduced to that of 1911. This would mean a 
reduction of one half of their number in elementary schools.” 
In the higher service® Prussia has restricted the admission of 
philologists to preparatory training necessary for employment to 
less than one half of all who are graduated from universities, and 
only one fifth of these may be women. Other states begin their 
restrictions with the students. The prospects of women have de- 
teriorated as a result of the Prussian decree of January 21, 1934, 
which fixes the proportion of men to women in the girls’ high 
schools as three to two, while up to that date at least one half of 
the work of university trained teachers had to be done by women. 

According to the official commentary on the law training 
decree* women are not yet excluded from examinations and pre- 


paratory service but they cannot expect any employment in law 
* Deutsche Hochschulstatistik, vol. 12, Winter Semester, 1933-34 (Berlin 1934). 
*Baeumer, Gertrud, “Panik iiber den Frauenberufen” in Die Frau, November 
1933, p. 86. 

*Esch, Dr. Margarethe, “Die Stellung der Frau in den akademischen Berufen” 
in Soziale Praxis, 1935, no. 1. 

*Die Justizausbildungsordnung des Reiches, official commentary of O. Palandt 
and H. Richter (Berlin 1934) p. 39. 
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service and therefore should be warned against studying law. The 
woman who was appointed a member of the Academy of Law in 
order to help in the framing of family law has stated’ that in her 
opinion women lawyers could be employed in the fields of school, 
welfare work and police. 

According to the civil service law of June 30, 1933 women are 
not allowed to become civil servants before the age of thirty-five 
and women who are already in the service may be moved to lower 
paid grades. It seems very doubtful that new admissions will be 
made in the future. 

The position of the married woman worker has become the 
most obvious point of attack. It was not until the revolution of 
1918 that women civil servants were allowed to be married. The 
chief reason for abolishing this restriction was the idea that 
women with experience in rearing their own children should not 
be excluded from the task of educating the child in the school. 
The fight against the employment of married women as civil 
servants, however, had already found expression in an edict under 
the Bruening government. The law of May 5, 1932 provided 
only that married women could be dismissed. The Hitler govern- 
ment, however, provided for compulsory dismissal in all cases 
where the subsistence of the woman is secure. 

The factor of subsistence not dependent on the job must in 
the future be considered in all women’s work. The civil service 
law of June 1933 obliges the male official not to tolerate any 
work of persons living in his family which is incompatible with 
the prestige of an official. Some cities have enacted more compre- 
hensive restrictions. The Cologne municipality, for instance, has 
prohibited the wives of its officials and employees from under- 
taking any paid employment and has requested its employees to 
withdraw their daughters from paid work. Against such procedure 


protest came even from National Socialists themselves? because 
1 Eben-Servaes, Dr., “Die Aufgabe der Frau als Juristin,” in Vélkischer Beo- 
bachter, November 8, 1934. 

*Schulungsbriefe des Reichsschulungsamtes der N.S.D.A.P. und der deutschen 
Arbeitsfront, no. 4, 1933. 
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of its incompatibility with the existence of large families. ‘The 
Reichspostminister declared on September 12, 1933 that the postal 
service did not expect the daughters of their officials to resign 
from gainful positions. In industry and trade similar demands for 
restricting women’s work have been expressed. The president of 
the Westphalian Labor Office, for instance, advocates not only 
restrictions upon daughters as double earners but also demands 
the displacement of all women by men.* 

In Miinchen-Gladbach Rheydt, the employment office and em- 
ployers of the textile industry agreed upon a scheme of kinds of 
occupations which should be open to women. In all others men 
were to be given preference. In Saxony one branch of the em- 
ployers’ organization of the textile industry resolved to employ 
only men on the knitting, weaving and warp machines. Other 
agreements of a similar kind have been made. 

The campaign, however, had to be moderated. On September 
9, 1933 a warning was issued by the federal Ministers of Labor 
and Economic Affairs, asking local governments and trustees of 
labor to suspend action on women’s work until the federal gov- 
ernment had had time to consider all the principles involved. 
An edict of the Prussian Minister of Home Affairs emphasized 
the fact that the substitution of male stenographers for women 
had resulted in interruptions in the work of government services 
and that the position of typist is not to be included among those 
women’s occupations now open to unemployed men. There were 
also numerous other complaints concerning the detrimental effects 
on efficiency from this substitution of male for female workers. 

On November 20, 1933 the federal Ministers of Labor and of 
Economic Affairs announced that the employer alone should be 
entitled to decide on dismissals because of double earning. The 
displacement of double earners, according to the two ministers, 
was to be restricted to a few striking cases and the employer was 
to consider the social point of view in all cases of dismissals and 
new engagements. Any intervention from outside was to be pro- 


* Soziale Praxis, 1933, no. 43, p. 1237 ff. 
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hibited. The ministers thereby proclaimed the non-intervention 
of the state in this respect in private business. 

The federal government has done nothing to restrict women’s 
labor in industry, agriculture and trade. It only tried to influence 
women to give up their jobs by granting marriage loans for house- 
hold goods and furniture. In accepting this loan, the repayment 
of which—ordinarily to be effected in eight and a half years— 
is reduced by 25 per cent with the birth of each child, the woman 
assumes the obligation to take paid employment during the eight 
and a half years only in case of the unemployment and direst 
need of her husband. A few industrial concerns followed the 
example of the government and began to grant marriage loans. 
The permanent effects of marriage loans on the labor market 
can be judged only when the families begin to bear the con- 
sequences, namely the repayment of the loan unless they have 
four children, and the restriction of women’s work. Employers 
who may have acted under moral pressure at least will in the 
future consider two viewpoints. First, the higher efficiency of 
women’s work in many occupations will prevent their displace- 
ment by men. Second, women’s lower wages operate against the 
employment of men. The solution which has been found in a 
few cases has been prejudicial to the wages of all male workers.’ 
In the tobacco factory of Martin Brinkmann all workers have to 
give up 2 per cent of their wages in order to make possible the 
displacement of married women by men, and the granting of 
marriage loans in the cigarette concern of Reemtsma forced the 
reduction of the workers’ wages from 46.30 marks to 42.50 marks 
per week. 

The restriction of married women’s work cannot result in any 
great gains for the labor market. The German census of 1925 
showed 3.6 million married women; 2.5 millions or 68.6 per cent 
were helping members of the family. These included the wives 
of farmers and shopkeepers who helped their husbands in their 
work. A total of 309,000, or 8.5 per cent, were independent work- 


1 I[bid., p. 1240 ff. 
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ers and 44,200, or 1.2 per cent, were domestic servants. ‘These 
three groups (78.3 per cent) could not be displaced by men. 
Many among the 82,500 employees and civil servants and 708,000 
workers would also be irreplaceable, such as, for instance, the 
219,300 farm workers and the 10,700 workers in the field of 
hygiene (mostly nurses). The textile industry employed 158,900 
married women, the clothing industry 64,000, the food industry 
53,000, and these industries would not be willing to displace 
women by men. Finally the question of means has to be con- 
sidered. Inquiries into the reasons for married women working 
in factories show in all countries that the overwhelming majority 
of them do it only because of economic need. The small group of 
those who only wish to earn some extra money or who in other 
vocations work for the sake of “‘self-expression’”’ cannot affect the 
labor market, especially because many of them keep servants to 
help run their homes and these would be dismissed with the 
reduction of the family income. A great decrease of married 
women’s work, therefore, is not to be expected. But some work 
which is not done publicly may be done clandestinely and the 
labor which is now called the chief occupation may, in the future, 
be called secondary occupation.? 

Statistics for the year 1934 show that the fight against women’s 
work seems to have resulted in a proportionally higher increase 
of men’s occupation than women’s. According to the membership 
figures of the sickness funds employment developed as follows: 


Employed women Employed men 


July 1933 4,685, 8,751 
July 1934 5,036 10,497 
January 1935 4,775 9,634 


The reason for these proportional changes (men increased three 
times as much as women) cannot be explained merely by the 
recovery of industries which employ chiefly men, but by the 


*The contrary happened in the census of 1925 when, as compared with 1907, 
part of the women helping as members of the family in agriculture shifted from 
avocational to vocational work. 
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preference given to fathers of families and members of military 
organizations. 

In summing up our impression of the past and future develop- 
ment of women’s work in Germany the following may be said. 
The trend before the revolution of 1933 was not as different from 
that of other countries as first seemed to be the case. The increase 
in agriculture is partly due to the classification as chief vocation 
of what formerly had been called avocation. In industry the 
number of women did not decrease in the old occupations up 
to 1925 but increased in new fields. Rationalization had resulted 
in a new division of labor between men and women with a prob- 
able increase in the proportion of women in some fields. But 
there was still no competition between the sexes in the same 
occupation, men predominating in skilled work and women in 
unskilled. Women salaried employees had increased in all branches 
just as in other countries. ‘There was a small start in civil service 
and the professions, with the situation in the first group handi- 
capped by many old prejudices. 

It will be very difficult, if not impossible, for women in the 
future to receive employment in skilled intellectual work as well 
as in civil service and the professions. In the civil service they 
may in future be employed as stenographers, telephone operators 
and the like but not in the high service. They will not become 
directors of schools and their number may be reduced or even 
completely abolished in-the teaching positions in secondary 
schools. They will not disappear as social workers although the 
prejudice against the double earner already has done some dam- 
age in this field. Women physicians and lawyers will probably be 
handicapped in their training as well as in the exercise of their 


professions. Women who realize these difficulties will therefore 


*The unemployment statistics in comparing the figures for July 1933 and July 
1934 show the following scale of decrease (not including the two branches of 
agriculture and domestic service which had been excluded from the unemployment 
insurance): iron and metal production 55 per cent; textiles 53 per cent; clothing 
52.9 per cent; building 52.2 per cent; lumber 51.9 per cent (“Arbeit und Arbeits- 
losigkeit” in Anzeiger der Reichsanstalt fiir Arbeitsvermittlung und Arbeits- 
losenversicherung, August 9, 1934, p. 17). 
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not be inclined to risk the great expense of training. In agricul- 
tural work women will not be affected, but future statistics may 
show a shifting from vocational to avocational work because of 
discrimination against employing married women. In industry 
and trade the development will depend wholly upon the inter- 
ference of the state or of National Socialist industrial organiza- 
tions with the policies of employers. If left to the employer’s 
decision, women’s work would not be restricted. Only compulsion 
could induce him to replace women by men. This compulsion 
is much more effective when exercised by the workers themselves. 
The pressure of male workers, who in an astonishingly short time 
have forgotten all their former ideals of equality, may restrict 
women’s work to a high degree. The weeding out of unmarried 
persons below twenty-five years of age from regular employment 
in order to make room for the older unemployed? is likely to 
affect men more than women because it is easier to find so-called 
substitute employment for boys than for girls. The restriction 
upon the mobility of labor? concerns women perhaps somewhat 
more than men because of the greater tendency for the surplus 
female population to migrate to the cities. 

Women’s work for about a century has been determined largely 
by economic conditions. What Edith Abbott wrote in 1910 also 
holds true for the women of Germany. “The woman of the work- 
ing classes was self-supporting and was expected to be self- 
supporting more than three-quarters of a century ago.”® For 
decades middle class families in Germany have not been able to 
give work and subsistence to their grown-up daughters. This was 
especially true after the war and inflation had destroyed the 
savings of these groups. Girls as a rule worked about ten years 
before marriage; 1.9 million are compelled to stay unmarried, 


* Anordnung iiber die Verteilung von Arbeitskraften, August 28, 1934. 

*The law regulating labor substitution (Gesetz zur Regelung des Arbeitsein- 
Satzes, May 15, 1934) authorizes the president of the Federal Institute for Place- 
ment and Unemployment Insurance to forbid migration to certain districts, espe- 
cially big cities, and to certain branches of industry, and to order the dismissal and 
transfer of former agricultural workers to the country. 

* Abbott, Edith, Women in Industry (New York and London 1910), p. 323. 
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even if we assume that all men will marry. To prevent girls from 
working would mean to enlarge the problem of the older woman 
unaccustomed to do outside work and yet compelled to look for 
it. There is the danger that the campaign against women’s work 
will force them out of the protected and better paid occupations 
into the sweated trades. The call “back to the home” never 
reached the woman in unhealthy and heavy work, but was for 
the most part addressed to women in high positions. The sugges- 
tion of going back to domestic service remains ineffective because 
families have lacked in increasing measure the means for employ- 
ing servants. This will be even more the case in the future when 
more married women will have been weeded out of employment. 

The development in Germany is a blow to the general women’s 
movement which cannot but affect women in all countries of the 
world. Even National Socialist women look upon the develop- 
ment in Germany with great sorrow. This is proved by many 
utterances of leading women in the movement. According to a 
statement of the Director of the Foreign Division of the Federa- 
tion of German Women’s Organizations, ““Women who are un- 
able to marry should enter such vocations as can be called 
‘womanly.’ ’’! An enumeration of such vocations includes “nurses, 
doctors, social helpers, lawyers, teachers, artists, etc.’’ The National 
Socialist women, therefore, do not seem to agree with the complete 
discrimination against all women in this field. One of the leading 
National Socialist women, Paula Siber von Grote, says, “If the 
solution of providing work for men is found in depriving women 
of their right to work, then a generation of thoroughly incom- 
petent women will grow up. . . . All the unrest of women and 
thereby the whole woman’s question originated in such depriva- 
tion of task and work. The woman’s question cannot be solved 
today merely by the brutal slogan of ‘procure husbands for women 
and put women back to the cooking pot.’ ’”” 


1 Journal of the American Association of University Women (1935) no. 2, p. 92. 
* Die Frauenfrage und ihre Lésung durch den Nationalsozialismus (Berlin 1933): 


p. 12. 
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FEDERALISM AND BUSINESS 
REGULATION 


BY ARNOLD BRECHT 


Ce qui frappe le plus Européen qui parcourt les 
Etats-Unis c’est labsence de ce qu’on appelle chez nous 
le gouvernement ou l’administration. . . . 

Le pouvoir administratif, aux Etats-Unis, n’offre dans 
sa constitution rien de central ni de hiérarchique. .. . 

Le second et le plus funeste de tous les vices, que je 
regarde comme inhérent au systéme fédéral lui-méme, 
c’est la faiblesse relative du gouvernement de l’Union. 

Alexis de Tocqueville 


I 


A COMPARISON of the present domestic situation in the United 
States with that in the three great powers of Western Europe — 
Great Britain, Germany and France — shows that all these coun- 
tries are faced with the problem of business regulation. Only the 
United States, however, is confronted with the particular problem 
of federalism and business regulation, for it alone continues to 
be a federal state. England and France have never been federal 
states. Germany, a federal state from 1871 to 1918 and semi- 
federal from 1919 to 1932, has ceased even to resemble a federal 
State since the law of January 30, 1934 which declared: “The 
supreme powers (Hoheitsrechte) of the Lander are transferred 
to the Reich. The Lander governments will be subordinate to 
the Reich government.” 

A great deal of decentralization will no doubt survive in Ger- 
many in the Ldnder, the Prussian provinces, the Kreise and 


municipalities. In Great Britain too there will continue to be — 


*This article is based on a lecture delivered at the Politics Club of the Depart- 
ment of Government, Harvard University, in February 1935. 
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apart from the federal structure of the Commonwealth of Na- 
tions and the semi-federal arrangement in Northern Ireland — 
a great deal of decentralization in favor of the counties and county 
boroughs. Even in France the départements and municipalities 
may achieve increased powers. But this decentralization bears no 
resemblance to federalism. It can be reduced or abolished by a de- 
cree of the Hitler cabinet in Germany, by a statute of Parliament 
in London or by action of the two Chambers in Paris. 

The United States, however, maintains a genuine federal struc- 
ture. Although legally that structure has not changed, centraliza- 
tion has made such a considerable headway in this country that 
Tocqueville would hardly be able to repeat today the words 
quoted at the beginning of this article. This has been brought 
about chiefly by two means, emergency legislation and federal 
grants in aid. Both have played a similar role in other countries. 
Emergency legislation empowered the President to undertake new 
or broader functions and led to the establishment of such federal 
agencies as the Agricultural Adjustment Administration, the 
Civilian Conservation Corps, the Home Owners Loan Corpora- 
tion, the Public Works Administration, the Federal Emergency 
Rclief Administration, the Reconstruction Finance Corporation, 
the Tennessee Valley Authority, and more recently the Division 
of Application and Information, the Works Allotment Division, 
and the Works Progress Division, crowning more than fifty fed- 
eral agencies of ample powers. 

Of equal importance was the extension of the institution of 
grants in aid. As in England and Germany such subsidies proved 
to be a powerful device for the development of centralization. A 
federal authority offering money to needy states or cities is able 
to exercise considerable power regardless of strict constitutional 
provisions. The spending executive may refuse to supply money 
as long as he has not approved every detail of the project con- 
cerned and his wishes may even exercise an influence upon fields 
which are not connected with the purpose to which the money is 
to be given, such as questions regarding personnel. No constitu- 
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tion is tight enough, no federalism is anti-federal enough to be 
impenetrable to this kind of centralization. 

Centralization based on these facts may, nevertheless, be mini- 
mized by the reassuring statement that the abnormal development 
will be restricted to the present extraordinary situation. As soon 
as normal conditions return, the additional powers granted to the 
President will be withdrawn; and such institutions as federal 
grants in aid for emergency work, federal public works, Civilian 
Conservation Corps and many others will vanish except for some 
valuable permanent remnants. The legal federal structure will 
then reappear practically unscathed. . 

There are some doubts as to whether such a general with- 
drawal of federal authorities will ever occur. Five billion dollars 
will, of course, not be placed in the President’s hands for dis- 
tribution every year. But federal-owned establishments in the 
field of public utilities are likely to survive, to grow and to mul- 
tiply. Moreover, the experiences of the present crisis have defi- 
nitely shown that the decisive mistakes in the economic and finan- 
cial fields were being made during the period of prosperity and 
are always likely to be made at that part of the cycle. It is, there- 
fore, necessary that some central control in the economic and 
financial field should be maintained during the prosperous 
periods. 

However this may be, a trend toward permanence is easily 
recognized at least in that part of the economic legislation which 
directly concerns the regulation of private business by govern- 
mental measures. This makes it appropriate to examine the gen- 
eral relation of business regulation to the federal structure of a 
country. A theoretical analysis offers the best approach to the 
problem, particularly because the extent to which business regula- 
tion will proceed cannot yet be seen. Meager and perfunctory as 
this abstract part will appear, I beg that it be accepted as a kind 
of sketchy framework for the more substantial remarks which are 
to follow in the latter part of this article about a particular ques- 
tion of immediate practical significance, i.e. the interrelations of 
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public works, unemployment insurance and relief, and the un- 
avoidable unfolding of the issue of federalism by the simultaneous 
operation of these institutions. 


II 


Business regulation by governmental measures may pursue vari- 
ous purposes. The measures may be of merely a social nature, 
they may aim at a control of economic forces, at an increase or 
decrease of production, at the promotion of competition with 
foreign countries, or at other ends. Such ends can be pursued by 
various means. Business regulation can thus assume diverse forms. 
Both legislation and administration can serve to advance it. Ad- 
ministrative measures may be in execution of previous legislation 
or of the general powers of the executive. Grants in aid as well as 
customs duties, taxes, management of state-owned plants, spend- 
ing money for public works, licenses—all these and many other 
means can be used for the purpose of interfering with the free 
development of business. Those measures which affect business 
directly by interfering with the freedom of private contract belong 
more particularly to this field. 

Such a direct interference with the freedom of contract in 
business may affect the free regulation either of the relations 
between employers and employees — the labor side — or of other 
elements — the economic side of business. In either case five stages 
of interference may be roughly distinguished. This classification 
aims neither to be complete nor to establish a logical order. In 
the field of the relations between employer and employees the 
first stage, long since reached in most civilized countries, is the 
protection of the worker from the special dangers of his work, 
such as unsanitary conditions or dangerous tools. The second stage 
is the compulsory insurance of the worker against sickness, acci- 
dent, old age and unemployment by regulations which compel the 
employer to pay contributions to funds reserved for these pur- 
poses. The third stage comprises the fixing of working hours by 
governmental measures; the fourth stage, the fixing of wages; and 
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the fifth stage, the restriction of the employer’s power to hire and 
fire his workers. 

In other fields governmental business regulation, aside from 
provisions against unfair competition and deception, can reach 
the following stages. First, the prohibition of monopolies, trusts 
and other combinations in restraint of trade and commerce. Sec- 
ond, governmental supervision of monopolies and combinations, 
which represents a greater interference because it permits discre- 
tionary differentiations. In this category may be counted monop- 
olistic franchises for public utilities. Third, the fixing of output 
by governmental measures. Fourth, the fixing of prices. Fifth, 
monopolistic nationalization. 

There are, so to speak, two ladders leaning against each other, 
with five rungs each, which stand on the level of freedom of con- 
tract. If we climb to the top of these ladders, we attain another 
level, the level of planned economy. The economically important 
question is, of course, to know what this undertaking means to 
business, prosperity and social welfare. But in this article I wish 
to restrict myself to considering what it means only to federalism. 

Federalism is not a pure and simple concept. There are many 
kinds and degrees of federalism, as is revealed by the varying 
forms and history of the federal systems in the United States, 
Germany, etc. It is particularly helpful to distinguish between 
the legislative and the administrative spheres. 

As to legislation, of the four countries under our consideration, 
including pre-Hitler Germany, only the United States knows the 
distinction between intrastate and interstate commerce. Only in 
the United States is the authority of the federal government re- 
stricted to interstate commerce. Only in the United States is a 
federal statute unconstitutional if it interferes with such local 
commerce as is not interstate. None of the three great Western 
European states knows this distinction. In all of them the central 
government or parliament can pass acts regulating business at 
pleasure. The German Constitution of 1919 in particular con- 
tains the clauses: “The Reich has legislative power over com- 
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merce, industry and mining, insurance, ocean navigation, railways, 
internal navigation, traffic by means of power-driven vehicles 
by land, by water and in the air” (Article 7, nos. 14, 16 to 
19). There has been federal control of most of these subjects, e.g. 
commerce, industry and insurance, since 1871 (Article 4, nos. 1, 
2, 13 of the Constitution of 1871) . The extension of federal legis- 
lation after the war in the field of business regulation did not, 
therefore, essentially change the federal structure of Germany 
since only the act of legislation was in question. 

Different as the constitutional basis for economic legislation 
was in the United States, the federal government is nevertheless 
able to take upon itself more and more legislation concerning 
commerce as being interstate. The extensive interpretation of the 
constitution of the United States has made such considerable 
progress that the practical difference from previous German fed- 
eral conditions in economic legislation is not as great as might 
appear at first sight. There are, it is true, continuous debates as 
to the constitutionality of the various measures in the United 
States. There is much more legal fuss about the procedure in eco- 
nomic matters and many precautions and tricks are resorted to in 
order to safeguard the process of centralization of legislation from 
unfavorable decisions. But, if not altogether, at least in many in- 
stances Washington has been victorious in carrying through its 
legislative intentions directly or indirectly. This holds true even 
after the Supreme Court decision in the Schechter Poultry Case, 
May 27, 1935, had somewhat checked this development. 

Germany was a federal state from 1871 to the World War and, 
nevertheless, had unified economic legislation through the entire 
period, and unified criminal and civil legislation through the 
later period. If it were feasible to rewrite the constitution of the 
United States it might be well worth considering whether one 
should not replace the restriction of federal legislation to inter- 
state commerce either by granting full legislative power to Con- 
gress in all matters of commerce, or at least in all questions of 
general import. That would not change the federal system in 
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principle if Congress would limit itself to legislative regulations 
without establishing federal authorities for their execution. 

In matters of commerce as elsewhere it is not so much federal 
legislation as federal administration which impairs federalism. 
Federal agencies become increasingly necessary the higher we 
climb the two ladders of business regulation. 

The protection of workers from special dangers may be left to 
state legislation and state supervision entirely. This first step, 
therefore, need not affect the federal structure at all. Compul- 
sory insurance, particularly that against unemployment, calls for 
regulation by central legislation to avoid unfair competitive ad- 
vantages which otherwise would arise from differences between 
the states. The federal enactment alone need not hurt the separate 
states very much. But it cannot stop at that. The insured employee 
may wander from state to state. There must be some equalization 
of the public cost among the states since cases of sickness, old age 
or unemployment often occur in states other than those which 
drew the contributions. Furthermore, the financial regulation will 
scarcely supply sufficient funds without federal subsidy. Large 
contributions from federal funds cannot be made without at least 
a federal supervision of the service. Finally, the administration of 
unemployment insurance is inextricably tied up with the man- 
agement of public works and other forms of awarding jobs with 
public funds. Every job awarded to an insured employee will save 
money for the insurance; that is to say that those authorities who 
take a hand in awarding public jobs have decisive power in mak- 
ing unemployment insurance succeed or fail financially. All these 
conditions will make for a continuous interference by the federal 
administrative authorities. 

Germany precipitated this natural trend from the beginning by 
the determination that unemployment insurance should be ad- 
ministered by federal agencies. A large and powerful federal ad- 
ministration arose which covered the whole country and decisively 
contributed to the undermining of Germany’s federal structure. 
In the United States the Social Security bill would leave unem- 
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ployment insurance principally to the states but under such con- 
ditions that the permanent influence of the federal administration 
in the states may be broadened and strengthened. This will be 
considered more closely below. 

The steps in labor regulation which follow next, i.e. regulation 
of working hours, of wages and of hiring and dismissing workers, 
all have in common the peculiarity that they cannot be executed 
by acts of legislation alone if they pass over a very low minimum. 
Working hours may be definitely settled by legislation if only 
women and children are concerned or if the limit does not go 
below, say, forty-eight hours a week. In these cases it may be pos- 
sible to designate all exceptions in the statute itself. But if the 
regulation cuts down the hours to thirty per week, then the 
statute cannot provide for all the necessary exceptions and some 
apparatus of detailed decision, supervision and equalization be- 
comes necessary. The same holds true for a regulation of wages, if 
it goes above a very low general level, or of hiring and dismissing 
workers beyond the establishment of terms of notice. 

The necessary agencies cannot be run by the states separately; 
differentiations in execution by various states would throw the 
doors wide open to unfair competition. They must be either fed- 
eral or under rigorous federal control. Proceeding in this way the 
federal administration will, therefore, develop increased author- 
ity and power in all states. Business will come to feel that in all 
important matters local affairs are not regulated by states and 
municipalities but by the federal government. 

Similarly an analysis of the five potential steps in the economic 
sphere of business regulation will reveal the unavoidable tend- 
ency toward increased federal influence. 

Prohibition of monopolies, etc. can be dealt with, as the Amer- 
ican example shows, by legislation and by courts alone. It does 
not entail federal administration apart from federal attorneys and 
courts. If, however, no strict prohibition of definitely defined 
combinations is pronounced but a discretionary control is estab- 
lished and if the statute provides the possibility of either con- 
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senting to or voiding agreements among competitive enterprises 
according to the public interest, then legislation and courts are 
not all that are needed. There must be a particular federal au- 
thority to which to appeal in the individual case for a ruling. 
Although this authority may be confined to a single body, as the 
example of the German Kartell Gericht shows, its influence in 
the sphere of local commerce is great because it wields a consider- 
able degree of discretionary power. 

If finally the economic business regulation proceeds to deter- 
mine the output of enterprises or the prices of raw products or 
commodities in any way, then it is not sufficient to have an act 
passed by the central legislative body and to establish one modest 
board in the capital. A continuous adaptation to changing condi- 
tions, a continuous readjustment will become necessary and will 
require the establishment of numerous agencies or subcommittees 
all over the country. 


Ill 


Have we not, however, given too much attention to economic 
affairs? What would it mean for federalism as a whole in the 
United States if many or all questions referring to commerce, 
trade and business, should be handled by federal legislation and 
by federal administrative agencies? State authorities could pre- 
vail, nevertheless, in all those other important functions now per- 
formed by state services, such as police, schools, judiciary, high- 
ways, public health and everything else for the management of 
which counties and cities are too small and the federal territory 
too large. Also the influence of the states in the United States 
Senate would not be affected. 

All that is true. Legally speaking, federalism would not change 
very much. Nevertheless the federal structure of the country 
would be seriously affected and jeopardized because of the over- 
lapping, the duplicating, nay, triplicating effect of the many non- 
coordinated agencies. City, state and federal government vie in 
establishing and augmenting their local agencies side by side. 
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Many of them cover such clearly distinct fields as neither to ham- 
per nor duplicate their respective functions. Federal military and 
post authorities, state highway patrolmen and city school teachers 
may exist side by side without any disadvantage to their respective 
functions or to the population. But separate tax agencies for fed- 
eral, state and city purposes, federal agencies for the discretionary 
distribution of large amounts of money and state and city agencies 
for the respective fields of public works, federal agencies for vari- 
ous kinds of business regulation, state agencies for unemployment 
and city agencies for poor relief and public health — all these 
agencies are likely to clash with one another, to hamper and to 
thwart their respective work, and to impair the public esteem for 
government. 

We may safely presume that in the rising competition the fed- 
eral services will prove strongest. ‘The state services will easily be 
pushed from both sides into the weakest position. This develop- 
ment, it is true, can be checked if the federal government avails 
itself of the state agencies for federal purposes. But this will be 
done only if the federal government is permitted to exercise con- 
siderable influence on the establishment, personnel and routine 
work of such state agencies. Thus the development will call for 
growing subordination of state authority to federal authority. 
Even if this were restricted to the economic field it would involve 
a different relationship between federal and state authority. 

The efficient spending of billions is a task more difficult for a 
government to accomplish than the levying of billions — it is next 
to the most difficult function a state can assume. It is impossible 
to spend so much money without making economic or moral mis- 
takes. The disbursement requires a continuous supervision of all 
authorities engaged in it and a strictly impartial civil service. It 
requires a close coordination of all agencies involved. But there 
is a task even more difficult than the discretionary spending of 
public money and even less compatible with the rivalry between 
independent public authorities. This is business regulation in its 
more advanced stages. 
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IV 


I am fully aware that in these theoretical considerations we have 
climbed higher up the two ladders of business regulation than 
the United States is prepared to go. In the federal legislation thus 
far passed Congress has tried to save the federal structure. But 
how strongly practical conditions may affect the result will appear 
if we regard in detail the powers which the Social Security bill pro- 
posed to add to the federal administration. There would be: 


(1) The federal collection of a 1 per cent to 214 per 
cent payroll tax. 

(2) The federal collection of a 1 per cent to 214 per 
cent employment excise tax on the same payrolls. 

(3) The federal collection of a further 1 per cent to 3 
per cent excise tax on the same payrolls with com- 
plicated stipulations that each employer can credit 
against go per cent of that tax the amount of his 
contributions to an unemployment fund under his 
state law, but only if the state deposits all these con- 
tributions in the unemployment trust fund at the 
federal Treasury, and if certain other conditions are 
also fulfilled by the state. 

(4) There will be annual allotments of $49,000,000 
from the Treasury to the states under conditions 
which grant to the federal administration a far 
reaching control over the disbursement of the com- 
pensation to unemployed by the states. For under 
these conditions the states must fill all positions in 
their respective services with persons appointed on 
a non-partisan basis and selected according to regu- 
lations prescribed by a federal agency. All regula- 
tions must be reasonably calculated and what “‘rea- 
sonably” means, the officials of the federal Treasury 
are to decide. Moreover the state agencies have to 
furnish, on request, a full and complete report of 
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their activities and to make available the data on 
each recipient of unemployment compensation. 

(5) There will be annual allotments to those states 
which have established a plan for old age assistance 
provided that this plan has been approved by a fed- 
eral administrator. The administrator, however, will 
approve the plan only if it insures methods of ad- 
ministration that please him. Annual detailed re- 
ports are to be submitted to him by the state gov- 
ernments. 

(6) After January 1, 1942 the federal Social Insurance 
Board will undertake the disbursement of old age 
annuities to the individual persons qualified to re- 
ceive them. 


All this makes for a high degree of dependence of state agencies 
upon the federal government. But this is not all. 

We shall soon be accustomed to the aspect of two categories of 
unemployed: those who receive unemployment compensation for 
some weeks and those others who, after that period, will receive 
no more compensation and will have to be transferred from com- 
pensation rolls to relief rolls. On the other hand, federal, state and 
city agencies can award new jobs in connection with public works, 
with plants under public ownership, such as the Tennessee Valley 
Authority, or with other public institutions, such as the Civilian 
Conservation Corps. To whom will the jobs be offered? Will they 
be offered to those on compensation rolls or to those on relief 
rolls? The states will be inclined to select the first category in 
order to save the compensation. The cities will prefer those on 
relief rolls as the cities will then save relief payments. The federal 
public works agencies, etc., are not directly interested but may at 
will favor either state or city finances by their selection of work- 
ers. Therefore rivalries among federal, state and city agencies will 
arise. Gradually the federal government may be forced to take a 
stronger stand for the purpose of coordination. 
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These are not far fetched theoretical assumptions. The prac- 
tical experience of Germany indicates such developments in all 
the aforementioned points. The cities suffered from the number 
of unemployed who had passed their compensation periods and 
were now on city relief rolls. The cities used naturally enough 
their own public works in order to diminish the number on relief. 
They did not pick up other unemployed for this work but only 
those on their own relief rolls. This was socially not unhealthy 
because these workers were worse off than those still on compen- 
sation rolls. But some cities went further: they employed the idle 
workers only for exactly as much time as was necessary to hand 
them back to the compensation rolls and then dismissed them. 
After the compensation period was over the worker came back to 
the relief rolls of the city. This merry-go-round was not merry for 
the worker. The course of his fate had little to do with a well 
considered social plan. It was the consequence of divided juris- 
dictions and liabilities. In so far as not the city but federal or state 
institutions were in the position of awarding jobs, the selection of 
the unemployed either from the compensation or from the relief 
rolls made great differences to the finances of the respective in- 
surance institutions and city funds. It ended with the understand- 
ing that either the federal agencies had to take a decisive hand in 
the entire field of insurance, public works and relief, or that the 
cities must be brought under federal supervision. The implica- 
tions in the German unemployment regulations were among the 
foremost reasons for the decay of federalism in Germany and for 
federal reform, that is for the transition to more or less unified 
government in Germany. 

This development, it is true, was based on a different organiza- 
tion because in Germany the disbursement of insurance compen- 
sation was carried on from the beginning by federal agencies. The 
states had nothing to do with it. In the United States the dis- 
bursement of compensation will generally be left to the states if 
they care to take the necessary steps. But this will not change the 
fact that relief and compensation will be paid from different 
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sources, let us say city treasuries and state unemployment admin- 
istration funds, and that public works will sometimes be allotted 
by still other sources, say federal institutions. ‘That dismal merry- 
go-round of the unemployed may occur in this country too. 

In this way each hiring of workers on public jobs may involve 
financial juggling. Whereas up to now engagement of some unem- 
ployed was always a welcome help to city relief rolls, it will be in 
times to come either a help to them or to the state unemployment 
administration fund, depending upon what workers the public 
works officials will choose to hire. This will easily be a source of 
conflict. Gradually it will become clear that public works, unem- 
ployment insurance and relief are three parts of one process which 
cannot be divided among completely independent administra- 
tions without friction and damage because in all three cases public 
money—that is, the taxpayer’s money—is spent for the same defi- 
nite purpose, assistance to the unemployed. 

This is the salient feature of the administrative problem. Un- 
employment insurance, relief and public works, although very dif- 
ferent in their social meaning, should be acknowledged as a unit 
with respect to their actual purpose and financial calculations. 
This intrinsic unit makes it dangerous to divide the administra- 
tive and financial responsibility among completely independent 
authorities, and wherever this is done friction will occur, to be 
smoothed out only by increased national control. 

One might be tempted to look for a mechanical and general 
regulation to avoid all those conflicts and save the independence 
of the authorities, but such a general regulation is not conceiv- 
able. The Report of the President’s Committee on Economic Se- 
curity of January 17, 1935 recommends “that an employee, after 
he has exhausted his contractual rights, be certified to the author- 
ities in charge of the federal work program as entitled to a work 
benefit. Such certification shall entitle the unemployed insured 
worker, who has exhausted his cash benefits, to employment on 
any available public employment project.” Strictly interpreted, 
such regulation would mean that in a period of deep depression 











As 


—_—_— - 


> ~awqnry Ahn WwW 


> © DY pe 





— FP OF YY eS TP OPT 8 


~ 














BUSINESS REGULATION 351 


all works financed by public money would automatically be 
closed to all workers on private payrolls, on insurance compen- 
sation rolls and on relief rolls, because those insured workers who 
have exhausted their cash benefits would rank first and because 
their increasing numbers would absorb all public works jobs. 
Consequently the insurance fund would lose the help offered it 
in normal times by the draining off of unemployed through pub- 
lic works, and lose it at the very moment when it was most needed 
because of the rising numbers of the unemployed asking for their 
cash benefits. Hence the regulation might entail the financial col- 
lapse of the insurance in a crisis because of the automatic with- 
drawal of help through public works, and thus result in a particu- 
lar hardship for recipients of relief. 

No rigid general regulation but only a flexible adaptation to the 
most urgent needs can meet the requirements of a crisis. Adapta- 
tion, however, requires cooperation of public works, insurance 
and relief authorities under the guiding and, if need be, con- 
trolling and directing influence of one authority, which can only 
be federal. 


Vv 


Thus a situation in sharp contrast to the old splendor of state 
sovereignty seems unavoidably to be created. Although legally 
state rights need scarcely be affected, a shifting of the federal 
structure in practice is in sight. The old federalism is fading 
despite its legal survival, and it is being supplanted by another 
structure. There was a time when the magnificent edifice of the 
United States rested wholly on a federal structure and when the 
federal facade was functionally one with the piers and beams that 
supported the building. The time honored fagade still stands. 
But the edifice no longer rests on the old structural elements 
alone. To a remarkable extent it begins to take its support from 
an auxiliary structure which is in the making. Firm steel girders 
are being inserted through story upon story. 

The states and those who cling to state rights should face these 
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facts. The wrong way to meet them would be that of resisting 
steps which are economically wholesome for the whole country. 
We do not examine here how far business regulation is whole- 
some, but in so far as it is, in so far as the new economic regula- 
tions appear helpful and good for the people as a whole, they 
should not be opposed by the clamor for the maintenance of state 
rights. This would not be an adequate objection. The states, 
therefore, are left to adapt themselves to the changed conditions. 

In Germany, with her smaller territory, with her more entan- 
gled and diversified state areas and with her greater economic and 
political distress, the entire federal structure broke down under a 
similar but more accentuated development. The period when it 
might have been possible to save valuable parts passed away in 
quarrels about state rights. The economically obsolete legal forms 
were not even a barrier to dictatorship but rather a springboard, 
because the people were sick of technicalities and clashes between 
theory and practice. 

This need not be and will not be the course of events in the 
United States. While the old brand of complete state sovereignty 
is definitely gone, federalism is not bound to die. Not only will 
the old constitutional forms prevail legally, but practically also 
there is no question of completely abandoning federalism. There 
is rather the problem of adjusting it to the new situation. 

“New” federalism is about to replace “old” federalism. New 
federalism will leave to the central government decision and 
supervision in all matters concerning the economic health of the 
entire country, without meticulous and fussy restrictions, and to 
the states or groups of states it will leave all those important tasks 
which need no nationwide regulation but cannot be carried out 
by cities and counties. New federalism will invite the federal 
government to use state agencies for the performance of federal 
functions under federal control with the help of a state civil serv- 
ice with high standards. New federalism, in a word, means in 
many fields a good decentralization rather than the maintenance 
of a federalism that no longer works. 
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SOME PROBLEMS IN THE THEORY 
OF ETHICS 


BY MAX WERTHEIMER 


I 


The old conception of homo sapiens implies that some faculties, 
some abilities are important for man (although not always actu- 
ally realized) . Among these are the ability and tendency to under- 
stand, to gain insight; a feeling for truth, for justice, for good 
and evil, for sincerity. Connected with the realization of these 
abilities is the old conception of human dignity as an inner task 
of man. Only then is one a true man, if . . . , only then do we 
have a truly human society, if .. . 

This conception of homo sapiens does not overlook human 
blindnesses and weaknesses, the differences between men and 
between situations. It does not ignore the fact that these faculties 
are often concealed and overgrown, that their development is 
sometimes hampered; that not every man is always a homo sapiens, 
that he may at times be his own tragic caricature; that there are 
often conditions and circumstances which interfere with their 
development or realization; that there are forces which often con- 
ceal these human qualities or counteract their development. 

Today we often encounter a thesis radically opposed to the 
concept of homo sapiens. This thesis maintains that it is simply 
wrong to speak of “man” in such a way, that “man” is only a 
pale abstraction, a fiction. It affirms that men, races, cultures are 
fundamentally different from one another in their conceptions 
and evaluations. To speak of the ethics is, according to this thesis, 
meaningless; we have only a variety of different systems of evalu- 
ations and these are mere historical facts changing with history. 
All values are fundamentally relative, changing with place and 
time. If we construct the systems of axioms for the ethics of 
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various peoples and times, we have as a result simply a sum of 
different systems. Each system is only a fact like any other sys- 
tem. Many use this doctrine of the relativity of ethics today as a 
self-evident statement. 

Manifold factors gave rise to this thesis. I will mention here 
only two relevant factors in the development of science. In recent 
decades, fortunately, there has been a wide development of spe- 
cial scientific investigations of the facts involved, investigations 
seeking to discover the numerous facts concerning our problems 
in ethnology, sociology and cultural history. With the assembling 
of the results, material for comparison is to some degree at hand. 
There have been reported very different moral concepts and 
evaluations. The conclusion was drawn by some that diversity as 
a fundamental principle has been established and that the old 
idea of unity is an empty fiction. Accordingly, this old idea is to 
be considered only as an historical fact determined by the con- 
ditions of time and place under which it was developed. 

Formally, certain aspects of modern logic favored this develop- 
ment. Axioms now often appear only as propositions which are 
so chosen that the single data in a system may be deduced from 
them. Some formulate the problem as follows: the task of science 
can only be to state the single facts in a field and to seek, formally, 
general propositions which represent these facts. With the excep- 
tion of logic and mathematics axioms have an arbitrary character. 
Opposites of one kind of axioms are always conceivable; dif- 
ferences in axioms cannot be settled except by arbitrary decision. 
Thus a system of evaluations of a certain social group may be 
represented by one system of axioms, the evaluations of another 
group by other axioms. “There is no way to prove, either by 
logical reasoning or by scientific demonstration of facts, which of 
two conflicting norms is more right than the other. The choice 
between two such norms must be an arbitrary one; all norms are 
facts with an absolutely equal claim to recognition.” Thus we 
have different systems of ethical axioms representing simply dif- 
ferent sets of facts, and that is all. 
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Thus one may formulate: different axioms of evaluations, even 
if contradictory from one system to another, are equally sensible. 
You can get another ethics, equally sensible, if you reverse the 
evaluation signs in the axioms of one ethics, substituting plus 
for minus and minus for plus in the norms. 

Certainly, this last statement is not true. Are there not common 
conditions in human societies, both on the technical and on the 
human side, limiting the possibilities? Are there not identities of 
conditions in human societies and in men? 

But first of all, we want here to ask a formal question: is the 
direct inference from the statement of different (contradictory) 
facts of evaluations to the heterogeneity in axioms logically valid? 

It is not. It would in a simple way be valid if the objective 
were here nothing more than a mere cataloguing of naked facts; 
if there were no differences in the meaning of contents, in the 
causation and determination of attitudes touching our problem; 
if all the facts were of equal theoretical rank; or if I consider 
the facts without further theoretical consideration, psychological 
or sociological, if I see them torn from their determining nexus 
and compare them as such. But facts of evaluations cannot be 
dealt with offhand as if they were of the same rank. There are, 
for example, critical psychological differences in the determina- 
tion. I need only to mention suggestion, inertia, temporary 
blindness. 

Consider a relatively simple example. It often happens that 
men in a psychological crowd situation take part ardently, and a 
short time later are unable to understand how they could have 
behaved so blindly. They did it under the blinding psychological 
conditions of the crowd situation. Their behavior was possible 
only because of a tremendous narrowing of the field of conscious- 
ness or a narrowing of the field of actual determining factors. 

Is the transition from the one state to the other correctly de- 
scribed simply as a transition from one system of ethics to another? 
And have we then simply two contradictory systems of axioms of 
equal claim and rank? Is our problem satisfactorily settled with 
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such a statement? Is the task of science here only to state the 
bare facts and to formulate generalizations; to state the different 
axioms? Do we not have to study how these different modes of 
behavior have been caused? And is it not possible in such cases 
that different conditions have led to different behavior and to 
different evaluations although the principles of evaluation are 
identical? Temporary blindness to some of the factors involved 
can change the factual behavior under the identical ethical 
principles. 

Such conditions as blindness are only special cases. Another 
type of case comes readily to mind. Because of a fallacy, a falla- 
cious suggestion, because of a current theory, of a certain super- 
stition, because of a custom or tradition the behavior or evalua- 
tion toward an A is formed in a certain way, for the reason that 
this A means a B for the person under these conditions. The 
result is an apparent contradiction between the evaluations of A 
in different groups, but does not mean necessarily a difference in 
the fundamental causal and determining evaluation of B. We 
have then a diversity, a relativity in the meaning of A but perhaps 
an identity in the determining principle B. And in a similar way 
different biological or sociological conditions often require, be- 
cause of an identical basic need, different factual evaluations of 
an apparent content A, an A which is the same only when taken 
as an atomic fact but different in the role it plays in the whole 
situation. 

The logical form may be illustrated in the simplest, baldest 
case. In one group there may be a positive evaluation, a positive 
response to the object A, in another group there is none. Now, 
I have to ask, what is the cause, what is the reason for this posi- 
tive evaluation of the A in the first group? It may be, in the 
simplest case, a conditioned response. The A is thus evaluated 
because it is conditioned, connected with B, which is positively 
evaluated.’ It may then be that we find in both groups the same 
fundamental positive evaluation of the B. 


1 The response to A may be the “conditioned reflex,” the response to B a “reflex.” 
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Group I Group II 

First step: 

Factual evaluations 

(conditioned responses) A+ 

Conditioning BA+ 

Sources (axioms, reflex) B+ B+ 
Second step: 

Factual evaluations A+ A- 

Conditioning BA+ DA— 

Sources B+, D-—- D-, B+ 
Third step: 

Factual evaluations A+, C— C+, A-— 

Conditioning BA+, DC— BC+, DA— 

Sources B+, D— B+, D— 


The next step is that, in different whole situations, an A 
changes necessarily as part, in its role, in its function. This step 
transcends the purely summative constellations.’ 

If we try to look over the available factual material concerning 
the various evaluations so far as we know them on the basis of 
the present state of research, with consideration of the theoretical 
problems involved, there appears a mixture of different things. 
On the one hand, we have evaluations formed by varying mean- 
ings, varying traditional customs, usage, current theories, differ- 
ences in the situation, etc., and in these there is a marked variety. 
These facts do not give directly the sources and principles of 
the evaluations in behavior. If we search for real principles, 
axioms, on the other hand, we find that the matter in most cases 
has not been sufficiently clarified; if we look for contradictory 
norms which would directly, clearly, unmistakably form a basis 
for contradictory axioms, there is little material at hand; if we 
look for contradictory differences in simple human relationships, 
in cases uncomplicated by misunderstandings, etc., in situations 
clearly concerned with open, friendly trustfulness, or scheming, 
cunning, selfish, petty deceitfulness, with wise understanding, 

*Cf. Wertheimer, Max, “On Truth,” Social Research, vol. 1, no. 2 (May 1934). 
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sincere integrity, or reckless, egoistic, callous brutality or obvious, 
brutal injustice; then the facts seem to tend more strongly in the 
direction of fundamental identities. 

Perhaps we can already trace the beginnings of a third stage in 
scientific development. In an earlier period, the first stage, ethnol- 
ogy used European concepts simply as universal and self-evident 
criteria. —Then comparative research among different societies 
brought to light a wealth of diverse evaluations leading to the 
second stage: there seemed to be simply diversity, different ethical 
systems. Today the situation in ethnology seems to be advancing 
to a third stage. On the one hand, we have learned that in the 
determination of evaluations we must take into account so many 
biological and sociological, religious and historical complications, 
that we see that the inference from the single facts of evaluation 
to diversity of principles and axioms was too hasty; the apparent 
differences are not direct evidence for differences in the axioms. 
On the other hand, in clear cases of human relationships uncom- 
plicated by “pejorisations” concerning truth and falsehood, justice 
and injustice, the facts tend more in the direction of fundamental 
identity than in the direction of contradictory norms. 


II 


The problems of scientific ethics are very complicated. If the 
problems are to be studied scientifically we must try to distinguish 
the various problems involved and modestly proceed step by step 
in clearing up the field. We must study the differences in the 
causation, in the determination of factual values. We must also 
study differences in the logical structures in the facts of evalua- 
tion. I wish here to raise only a single problem of the many in this 
rich field, a point frequently overlooked in the present theories. 

It is customary to speak of values indiscriminately as if they 
fitted into only one scheme. The usual scheme is the following: 
we have on the one hand an object, a content, and on the other 
hand the subjective feeling, the subjective judgment of value. 
To the object is only added an evaluation; this may be positive 
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or negative; it is subjective in determination. Logically speaking, 
evaluations are determined externally to the object and are arbi- 
trary with respect to the object. 

For this scheme the following example may serve. 

I call a food good because to me it tastes good, or because it 
is in fashion, because others call it good, because it is now con- 
sidered aristocratic to prefer this food to other foods, etc. 

This evaluation may be true for me, for another person not 
true. The evaluation depends on the relation to the subject, his 
subjective feeling which is entirely external to and arbitrary with 
respect to the object. The logical structure is: the object A and 
the added plus or minus evaluation. 

We may compare with this example the following: 

A judge convicts an obviously innocent person because the 
guilty person has bribed him, or because he hopes to achieve by 
this conviction a certain profit for himself or for his group. Or, a 
poor, hungry child has been given a piece of bread to eat; an 
adolescent rowdy comes along and grabs it to use it as a football. 

If we try to understand such cases with the same formulation 
as we used in the earlier example, in terms of the arbitrary addi- 
tion of a subjective evaluation to an object, then there is a lack 
of clarity, something does not jibe; the matter demands clarifica- 
tion, there seem to be various problems involved. Is the logical 
structure the same as in the case of tastes? 

We have here an objective situation and a behavior, an action, 
and it is important first to sense, to see, to comprehend how this 
action actually stands in the situation. The most important ques- 
tion is not that of a subjective evaluation standing outside of an 
object, but the relations within the happening itself, how the 
action meets the requirements of the situation, the zueinander 
of the two, the relation between the situation and the action. 
The factual behavior may be determined without regard to the 
situation, blind to what it accomplishes in reality for the object. 
The behavior may do violence to the situation. The behavior 
may be determined so as to be appropriate to the structure of 
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the situation, to accomplish what the situation requires. We have 
here various objective qualities, qualities concerned with the 
relationships in the situation. Whether a particular instance of 
real behavior is a case of the one or the other of these three 
classes is a matter for which my seeing or failing to see, my sub- 
jective evaluation, is irrelevant. Whether I evaluate it positively 
or negatively does not change by an iota the issue which quality 
of the three is present in the situation, what role the behavior 
really plays, what kind of part it is in the situation. This point 
must be understood first of all. If someone in a real situation fails 
to see it, and perhaps acts accordingly, then he has not a different 
ethics but he is blind to the main issue. 

It is difficult for many theorists to see clearly this difference in 
the logical structure and to realize its relevance for the theory. 

What is involved here in principle? In logic or mathematics 
there are decisive principles, such as, for example, the principle 
of contradiction. This is not an arbitrary subjective matter, it 
concerns the material and its relations. 

But are there comparable principles for ethical questions, 
something which will naturally be entirely different in this dif- 
ferent field? Many theorists deny it. We do not have such princi- 
ples, they assert. Moreover, there seems no theoretical possibility 
for such principles because of the basic subjectivity of all values. 

Perhaps the formulation of the problem was too narrow. Is it 
not possible that for certain problems of values there are princi- 
ples which are identical with those in other fields, so that some 
principles in logical thinking would only represent a special case 
of a common principle? I will try to indicate an approach which 
may open the way to theoretical studies. It involves some radical 
changes in theoretical concepts but, on the other hand, it seems 
to formulate more directly something which has always been 
intended. I can sketch here only one side of the matter. 

Someone in adding makes seven plus seven equal fifteen. This 
happens; such additions are real facts. And he says, I call it good 
because I love the number fifteen, or because I have set up the 
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principle that in the addition of two whole numbers, the sum 
shall always be divisible by five, or, as may happen occasionally 
in the addition of a bill by a waiter, because I have a personal 
interest in the fifteen. 

The determination of the fifteen is blind to the objects or in 
violation of that which is demanded by the structure of the objec- 
tive situation. If I prefer the fifteen in this case, if I evaluate 
it positively, this is irrelevant to the fact that the fifteen is wrong. 

What is the structure? The situation, “‘seven plus seven equals 

... is a system with a lacuna, a gap (eine “Leerstelle’”) . It is 
possible to fill the gap in various ways. The one completion, 
fourteen, corresponds to the situation, fits in the gap, is what is 
structurally demanded in this system in this place, with its func- 
tion in the whole. It does justice to the situation. Other comple- 
tions, such as fifteen, do not fit. They are not the right ones. 
They are determined by caprice, in blindness or in violation of 
the function this gap has in the structure. 

We have here the concepts of “system,” of the “gap,” of dif- 
ferent kinds of “completion,” of the demands of the situation, 
the “‘requiredness.”’? 

The case is similar if a good mathematical curve has a gap, a 
place in which something is lacking. For the filling in of the gap, 
there are often, from the structure of the curve, determinations 
which indicate that the one completion is appropriate to the 
structure, is sensible, the right one; other completions are not. 
This is connected with the old concept of “inner necessity.” And 
not only logical operations, conclusions, etc., but also happenings, 
doings, being, can be, in this sense, sensible or senseless, logical 
or illogical.? 

We may formulate: given a situation, a system with a “Leer- 
stelle,’ whether a given completion (“Lueckenfiillung’) does 


*These are quite complicated concepts; I may mention only that these concepts 
are connected with recent developments in mathematics, science and Gestalt 
theory. 

*This transcends in some respects the boundaries of the usual theory of tradi- 
tional logic. 
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justice to the structure, is the “right” one, is often determined 
by the structure of the system, of the situation. There are require- 
ments, structurally determined; there are possible in pure cases 
unambiguous decisions as to which completion does justice to 
the situation, which does not, which violates the requirements 
and the situation. 

Now the case of the bribed judge is structurally similar to our 
first mathematical example. We have here again a system with a 
gap. If the judge convicts the obviously innocent man for reasons 
of personal interest or interests of his group, he may prefer this 
behavior subjectively but this does not alter the fact that his 
decision is unjust. 

This case is very close to the traditional logic; but we can see 
the principle in other cases also. Here sits a hungry child; yonder 
a man, who is building a small house, and lacks a single brick. 
I have in one hand a piece of bread and in the other a brick. 
I give the hungry child the brick and take the soft bread to the 
man. Here we have two situations, two systems. The allotment 
is blind to the functions of the gap filling.” 

These cases may serve to illustrate the principle in a pre- 
liminary fashion. Many further steps are naturally required (and 
with a single principle the task is not done) . First a clarification 
of the terms “determination,” “requiredness,” etc., is necessary.* 

A further step is involved when such a system with its gap is to 
be considered as only a part of a more inclusive system. If a 
gangster needs a revolver at a critical moment in order to carry 
Some fundamental principles of logical thinking are special cases of this prin- 
ciple. Thus you must not introduce a proposition blind to the conditons of the 
situation; it is not right to act blind to the structure or to other given data; in 
the law of contradiction, the filling in of a non-A is simply not permissible 
logically, if in the system a plus-A is already included. This is but the baldest 
special case of the general principle. 

*Or it may be caused by scorn. There may be men who evaluate scorn positively 
but this does not change the fact that the allotment does not do justice to the 
situation. 

*I cannot deal with this here. I may only mention that the usual simple 


dichotomy of to be and ought to be has to be revised. “Determinations,” “require- 
ments” of such an order are objective qualities. 
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out his particular task, then the gangster with his need is logically 
a part of the larger system of human society, in which he with 
his wishes is to be considered as a functional part. If there were 
always an infinite regress to ever larger wholes with subsequent 
changes in the determination, then the principle would be en- 
dangered in its application. But this is a point which cannot be 
settled with a simple generality but which presents a matter for 
research. It seems that in many cases there are not unlimited 
changes with enlargement of the whole, that often enlargement 
no longer changes the determination. And there are many cases 
in which a larger and more generally embracing field is common 
to conflicting fields. 

However the matter may be, whatever the formulation of the 
further steps in the theoretical construction, and what place and 
rank the principle mentioned will have among other principles, 
it seems to be necessary to realize what is here involved. 

I may mention that it has been customary to look upon logical 
thinking as an entirely intellectual field necessarily separated 
from feelings, attitudes, tendencies. The principle mentioned is 
not only static, to be taken merely as a list of assertions about 
determinations, but touches on dynamics. Logical operations, 
logical proceedings have a great deal to do with feelings, attitudes, 
real behavior; they include them. Logical operations, as in the 
case of the thinking scientist, contain and demand such things 
as sincerity in doing, the will to do justice to the material. 

We may add this further example. A young, idealistic party 
member is passionate in the negative evaluation of members of 
a certain race. It is not sufficient in such cases to give the formula- 
tion: in one system of evaluations, members of this race are posi- 
tively evaluated, in another negatively. This young man perhaps 
behaves thus only because he has been brought to this state through 
suggestion, propaganda, through the wanton slander that this race 
is a poisonous snake. He does not really behave with respect to 
the A (members of this race) but to a B which he has been taught 
to identify with this race. The real problem here lies not only 
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in the behavior of the young man, but in the enforcement of the 
blind identification. This involves a corollary to the principle 
mentioned. To take away by artifice the possibility of seeing the 
true situation, through the enforcement of blind judgments, of 
improper narrowing of the mental field, induction of blind cen- 
tering, deprives man of the prerequisites for our problems. 

The principle mentioned differs radically from many usual 
definitions of justice. Many traditional definitions use criteria 
which are strange, external to the essential centering of justice 
as viewed by this principle." 

I repeat, the formulated principle is no patent solution. It is 
rather a starting thesis for a field of research. This field demands 
not a simple solution but research and it seems necessary, as in 
each proper science, to start with the study of the most concrete, 
transparent examples. We have to start from “pure cases” in the 
scientific sense of this word. It happens that relativists argue 
against such examples; that they are not evidence against rela- 
tivism ‘“‘because they are too obvious.” But this is a contradiction. 
In reality, the most obvious are the most needed at the outset of 
scientific studies. To be sure, most cases are much more compli- 
cated. The contents involved are very often not so easy to define 
as the seven in our mathematical example, but that should not 
obscure our main issue. 

There are many other problems I have not spoken of here. 
For instance, there are cases in which the situation at first does 
not contain the fact of a gap, where the gap is generated by an 
idea of man, by a new goal, etc. In such cases the goal is theo- 
retically a part of the material of the situation and comes under 
the requirements of being the right one. To be sure, this brief 
remark does not solve this problem; another principle is involved 
here. I have also not dealt with the so-called cases of conflict, 
which for many theorists stand curiously enough in the fore- 


*Compare such a statement as that the state creates law, with the statement 
that the state is an attempt to realize, to discover, to guarantee justice. 
* Wertheimer, “On Truth,” loc. cit. 
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ground. They present complications. Some may believe that all 
applications to concrete human situations are so complicated that 
there is no possibility at all of using the principle mentioned. 
But there can be no doubt that at least there are, negatively, 
serious and brutal infringements which are perfectly unambigu- 
ous; and on the positive side there remains, in cases too compli- 
cated for an exhaustive answer, the possibility of proceeding 
according to the best knowledge (nach bestem Wissen und Ge- 
wissen) ; here the corollary mentioned plays an important role. 

A difficulty can be seen in the fact that the problems of truth 
in logic itself are complicated. Whatever the answer may be, that 
modest sense of truth which declares fourteen to be the right 
answer in our mathematical example may suffice. It would be 
wonderful if all propagated or factual norms of values might be 
as adequate as this. 

A few words about the psychological side of the problem. Are 
these “requirements,” these “qualities” of justice and injustice, 
etc., psychological realities for man? 

We have had very little real research work in this direction, 
but this much is clear, one cannot assume that men always feel or 
see these requirements vividly, and that they act accordingly. 
Sometimes one may have the impression that the real quality of 
man is not homo sapiens but rather insipiens. Whether these 
requirements are vivid and effective for a man depends on many 
factors, among them historical factors, conditions of his Standort, 
the state of his glands, etc. But we should not, as often happens, 
confuse such factors with what is meant by the requirements and 
confound conditions of evaluation from both fields. In the latest 
development of psychology some results seem to indicate that 
there are real psychological vectors tending in the direction of 
such requirements. In some experimental psychological investi- 
gations the results have indicated that the old principle is wrong 
which asserts that all acts of man are centered by the “ego” 
(striving for one-sided satisfaction of ego interests). Let us illus- 
trate this by an analogy from the psychology of perception. It is 
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not true that in perception the world is always centered around 
the individual. If I am standing in a special place in a room, 
then the walls are not out of line but I am out of line with the 
walls. The ego does not always determine the system of coordi- 
nates for the objects, but the ego often feels itself as a part 
oriented with respect to the system of coordinates of the objects. 
Similar facts were found in experiments on thinking and action. 
The vectors often arise in actual situations from the requirements 
of the situation, not from egocentric interests. 

Many other psychological issues might be considered in this 
connection. I will mention only the following: 

Important is the study of the “transitions” from, for example, 
the psychological state in a crowd situation to the “awakening” 
which occurs when these special conditions fall away. And there 
are also for most men moments in their lives when in a concrete 
situation they feel awakened, when they feel how narrow, blind, 
crooked they have been and acted, when their eyes are opened 
and they feel that their former behavior was possible only be- 
cause something of their best, their finest, their most worthy was 
missing, that they had been robbed of it. 

Further, there are experiences like the following. One knows a 
man who is an outstanding example of a certain caste, whose 
entire behavior expresses very definitely the evaluations of his 
caste. And in a serious moment the outer shell falls away, and 
from behind this exterior there now comes out a simple, good, 
somewhat immature man, for whom the seemingly serious atti- 
tudes which he had exhibited are in fact like strange, superficial 
clothing. There seem to be layers in men, and it is a question of 
fact what the inner layers of men really are. Concerning our 
problem there are opposing theses. I would believe that the opti- 
mistic thesis is the right one, however difficult, indeed however im- 
possible it may be at times to penetrate to this layer. 

Experience seems to indicate that the conditions often are not 
so difficult, if the situation is clear, transparent, simple and actual, 
and if there are not conditions of blindness, etc. Often it is sur- 
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prising how intense are the reactions of men in simple human 
situations when faced with clear, actual injustice. 

In any case the questions here cannot be decided simply by 
means of the statistics of the naked actions of men. There is 
required a study of the deeper connections and determinations. 
But even if the optimistic psychological thesis mentioned above 
should prove false, if it should be demonstrated that most men 
are blind or inimical in their inner nature to these requirements, 
would this mean a disproof of the principle? It would not. There 
would then be two races, the one for whom these requirements 
are vivid, the other which is blind or inimical to them. For there 
are good men, even if there be but few. But I believe that the 
pessimistic thesis is false. 


III 


We have dealt here with only a few issues from a rich and broad 
field. We may formulate as a result: 

“Relativity” has an important place in the rich field of different 
“meanings,” different biological, economic, cultural, sociological, 
historical conditions, etc., and it is important to study these facts 
as modern sociology, ethnology and cultural history do, in order 
to achieve an understanding. But in order to get real axioms and 
to study the central ethical problems, it does not suffice to formu- 
late axioms simply by generalization from the factual evaluations. 
There are needed studies of the causation, the determination, the 
structural conditions of the evaluations; there are needed psycho- 
logical studies of the causation, the determination, the genetic 
development; there are needed studies of the logical structures 
in forms of evaluations. 


I think that the modern methods of ethnology, sociology and 
cultural history which have proved to possess great merit, lead in 
themselves beyond a hasty, superficial relativism concerning the 
real ethical problems, in that they involve the study not only of 
the factual evaluations but also of their structural roles, their 
inner causation, their inner determination. 











MAX WEBER’S POLITICAL IDEAS 


BY ALBERT SALOMON 


Max weser always emphasized the fact that in his intellectual 
origins he belonged to the historical school of political economy. 
To Gustav Schmoller he always accorded respectful treatment as 
his teacher even when he stood openly in opposition to him. At 
the same time he also always pointed out the fundamental im- 
portance of the work of Karl Marx for all modern social, eco- 
nomic and sociological investigation, and no one has analyzed 
the work of Marx more dispassionately, yet at the same time 
more critically, than Weber. There are, of course, many points 
of contact between Weber and Marx both in their thought and 
in their scientific understanding. Both looked upon capitalism as 
an historical phenomenon of the modern world and not as a 
naturally given form of economic life or as a form of economic 
organization of long standing as described in the works of Beloch, 
Poehlmann and even Edward Meyer. These writers presented a 
modernized version of ancient history in which ancient industrial 
life is described as a capitalistic order with all the terminology 
of modern economy. For both Marx and Weber the specifically 
modern character of our present economy was of the greatest 
scientific importance. Both realized that this tremendous force 
of modern life had determined, in a far reaching way, the fate 
of the Western world. In devoting themselves to the study of this 
subject both were conscious of its bearing upon the picture of 
man which dominated their own standard of values and in this 
way determined their scientific interests. For both Weber and 
Marx the existential point of departure for their scientific in- 
terests was a definite idea of man. 


* This is the third and final article on Max Weber by Albert Salomon. The first 
study, “Max Weber’s Methodology,” appeared in Social Research, vol. 1, no. 2 (May 
in vol. 2, no 1 (February 1935). 


1934) and the second, “Max Weber’s Sociology,’ 
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Despite very strong inner contacts, however, the works of 
Weber and Marx appear antagonistic to each other. For this the 
historical situation, the intellectual and spiritual conditions of 





existence and the difference in character between the two men 
are responsible. The powerful influence of the political revolu- 
tions of the first half of the nineteenth century is revealed in the 
works of Niebuhr, Tocqueville and Jacob Burckhardt. ‘The struc- 
“ ture of Marx’s work, too, is inconceivable without the influence 
. of the modern revolutions. It is not this fact, therefore, which 
. makes Marx unique. What gives the work of Marx its character- 
, ) istic importance is its combination of the sociological interpreta- 
” tion of revolution with Hegel’s philosophy of history and the 
d radical conclusions deduced from Marx’s economic analysis of 
” the world situation. Moreover Marx represents the first great ex- . 
. ample of the interaction of revolutionary fanaticism with the 
d ) striving for scientific knowledge. All previous revolutionary ide- 
“ ologists had oriented themselves around the eternal ideals of 
justice and divine order. Even in a secularized form they still 
. clung to the concepts of Christian natural law. Marx, for the 
o first time, made the attempt to determine revolutionary develop- 
9 ments from the spirit of scientific knowledge and thus make them 
! ) take on the character of necessity. This very combination of 
y scientific spirit with political and revolutionary pathos was ex- 
y tremely fruitful in its very positing of the question, but at the 
. same time it also set up certain limitations to knowledge. In a dog- 


4 matic historical and social theory reality can appear only in a 
. distorted form. 

s Marx, with his negative critique of social theories could never 
f enter scientifically into all the manifold and unique aspects of 
. reality and human institutions, since no norms could be derived 
I from the fundamental political assumptions of such knowledge. 
The “politicization” of scientific research, in which the work of 
Marx occupies a central position, could only come into being with 
the coming into existence of proletaroid intellectual classes and 
unprivileged masses, who found need for an intellectual orienta- 
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tion of their political aspirations. In a modern rational society 
this could only be accomplished within the field of scientific re- 
search. The history of Western culture reveals the influence of 
this phenomenon in all fields of intellectual and literary activity. 
This is shown not only in the general decline in level but also in 
the change in importance attached to the concept of truth and in 
the ethos of intellectual and spiritual work. The path from Proud- 
hon to Sorel indicates clearly enough how significant was this 
“politicization” of the spirit. 

All the constructive elements in Weber’s system stand in sharp 
contrast to the structure of the work of Marx. Precisely because 
Weber himself was most deeply a politically-conscious individual 
he always opposed most passionately the subordination of scien- 
tific learning to politics, particularly from the lecture platforms 
of universities. He was politically-minded in a sense diametrically 
opposed to that of Marx. Marx was oriented toward a revolu- 
tionary utopia beyond all reality which, therefore, permitted only 
a partial knowledge of empirical reality. Max Weber’s political 
thought was that of a Machiavelli or a Tocqueville. It was that 
of a practical statesman, faced with concrete tasks in concrete 
situations, whose activity is governed by the knowledge of the 
means whereby he can attain his goal. Weber’s ideal types and 
the content of his sociology represent the fully conscious theo- 
retical modes of thought and attitudes of a man possessed of 
political and social responsibilities, who is always confronted with 
concrete decisions and who is always forced to adapt the methods 
and aims of his activity to the constellation of the given historical 
situation. 

It is no mere chance that all great theoretical works on politics 
which were written by persons engaged in active political affairs 
as a sort of reflection upon their life activity, above all such works 
as Machiavelli’s The Prince, Tocqueville’s L’Ancien Regime et 
la Révolution and the Memoirs of Duke de Saint-Simon, are 
marked by a complete absence of illusion. Only the individual 
engaged in governing, the political technician, can come to view 
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all the forces and motives of human activity as constellations of 
interests, whether they be of a material, class or ideal nature. He 
sees all around him activity of individuals and groups of indi- 
viduals motivated by the most realistic goals and often very irra- 
tional emotions, which he must know how to direct and utilize. 
For him all impulses of political and social activity, whether they 
be characterized by the noblest feelings or by the basest desires, 
are all alike facts free of value judgments and he must utilize them 
all in the same way, whenever he is confronted with them. The 
exercise of political power is the most perfect school for disillu- 
sionment from the world of human activity and for laying bare 
the motives by which human activity is directed. 

In this sense the inner structure of the work of Max Weber is 
political even though he actually never possessed political power. 
Few men were so equipped to possess and exercise such power, but 
fate denied him the realization of this decisive phase of his talent. 
But from the peculiar force of the theoretical realization of this 
political character there emerged a sociological work which takes 
its place beside the greatest political works, above all beside that 
of Machiavelli. He who is only a technician or artist of politics 
takes a cynical and frivolous attitude toward the terrifying char- 
acter of these insights into politics. Both Machiavelli and Weber, 
however, possessed such a passionate love for their city and their 
people, and such a complete inner identification with their destiny 
that they brought to bear all their devotion and self-sacrificing 
service morally to transcend this disenchantment of the universe, 
which came to them from their knowledge of reality. Weber’s 
pathos is national. The existence of his people and his nation is 
for him an absolute value for his own existence. Precisely because 
of this feeling he finds the age in which he is forced to live as one 
of epigones. 

All political institutions, including that of the state, are, for 
Weber, nothing but a means to insure and increase the world 
power and position of Germany. His measure of the value of con- 
stitutional institutions consists in how far they are able to bring 
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forth men with the qualities of leadership necessary for such a 
task. He also evaluates all political and social orders according to 
the human types they produce. His uncompromising struggle 
against the Germany of the prewar period rested upon the belief 
that the political and social institutions allowed for neither the 
emergence of political leaders nor for free and autonomous indi- 
viduals of independent opinions. His bitter struggle against a legal 
administration which protected strike breakers was prompted not 
by economic motives or particular sympathies but by a belief that 
such decisions trampled upon the sense of honor of the workers 
and desecrated their human rights and feelings. A state which, in 
the case of its army, fostered the cultivation of the spirit of 
camaraderie and honor, would be unable to tolerate such a 
situation. 

It would go beyond the scope of this article to deal with the 
political activities of Max Weber. These few remarks will serve 
only to characterize the difference between Marx and Weber as 
that between two different types of political attitude. This also 
involves, of course, quite different possibilities of scientific knowl- 
edge. Marx, with his revolutionary and fundamentally utopian 
position, was forced to be dogmatic and bound by his philosophy 
of history and thus shut himself off from an all-embracing and 
many sided knowledge of reality. Weber, thanks to his keen theo- 
retical soberness, on the one hand, and his profound theoretical 
consciousness of the vital political temperament within him, on 
the other hand, was able to achieve a universal comprehension of 
reality, the like of which had never been undertaken before him. 
In Weber much more than in Nietzsche and Marx, more gran- 
diose than with Machiavelli because he was more universal, the 
disenchantment of the world is completed. 

As much as Weber recognized the positive influence of Marx 
he, nevertheless, emphatically rejected his materialist philosophy 
of history and the one-sided character of his sociological interpre- 
tation. Precisely because he strove for a radical comprehension of 
reality he found himself forced to distinguish just as sharply be- 
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tween empirical and historico-philosophical elucidation and ex- 
planation as he did between interpretive and normative attitudes. 
A consideration of reality, without metaphysical, religious, or 
political dogmatism, revealed to him, however, that the chain of 
causes leads “‘at times from technical to economic and political 
fields and at times from political to religious and then economic 
fields. There is no point of equilibrium at any place. And that not 
infrequent version of historical materialism whereby the ‘eco- 
nomic’ factor represents something ‘final’ in the series of causes, 
this view is to my mind scientifically completely discredited.’ 
Not even economic events as such can be explained by purely eco- 
nomic motives alone. They are always codetermined by political, 
geographic, cultural and religious causes. Weber repeatedly as- 
serted his fundamental position in connection with the relation 
of religion and economics, particularly in the introduction to his 
sociology of religion.® 

Weber’s view of reality, therefore, forbade him to adhere to any 
philosophy of history. As a sociologist and as a scientist he refused 
to speak of the “meaning” of historical development or to under- 
stand the meaning of world history. “It is . . . a fundamental 
fact of all history that the ultimate result of political activity often, 
nay regularly, stands in a completely inadequate and often even 
paradoxical relation to its original meanings.’’* As a grand exam- 
ple of such a paradox he pointed to the ideals of piety of the 
Puritans, which were directed toward a sanctification of personal 
life. The mundane asceticism and the church discipline of the 
sects developed, however, that type of the rationally-acting “man 
of calling’ without whom the economic spirit of capitalism—a 
world most distant from the spirit of God and one of calculation 
and coldness—would never have been possible. In the same para- 
doxical fashion the human and fundamental rights, springing from 


the deepest spiritual anguish of the sects struggling for liberty of 
* Aufsdtze zur Soziologie und Sozialpolitik (Tiibingen 1924) p. 456. 

* Aufsdtze zur Wissenschaftslehre (Tiibingen 1925) p. 169. 

® Aufsdtze zur Religionssoziologie, 2d ed., vol. 1 (Tiibingen 1922) p. 240 ff. 
“Politische Schriften (Munich 1922) p. 437. 
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conscience, created the “preparatory conditions for the free reign 
of capitalist utilization of property and human beings.”* 

The general tendencies of the historical process moreover re- 
vealed to him the influence of “chance” and its often incalculable 
significance. The fulfilment of the prophecy of Isaiah on the salva- 
tion of Jerusalem, historically an ‘accident,’ created the impreg- 
nable foundation for the position of Jahweh and the prophets in 
Israel.2 This observation of the “accidental” in the combination 
of series of historical causes always recurs in the work of Weber. 
This insight into the deep irrationality of history and economic 
life? left him speechless and prevented him from offering a ration- 
alistic or intellectualistic interpretation of the historical process. 
If he had been a rationalist in the manner of the humanism of 
Voltaire, politics and history would have seemed to him nothing 
but a most ridiculous play of human stupidity and baseness. But 
Weber never drew such consequences from his view of history. 

He constantly felt himself attracted to the poetic conceptions of 
reality found in Tolstoy and Dostoievsky. Ever anew he studied 
their works for the forms assumed by the various aspects and 
normative attitudes of history. Weber planned to write a book on 
Tolstoy after the completion of his scientific work. This plan was 
never realized so that the following remarks are based merely on 
scattered references and expressions in his biography by Marianne 
Weber. In War and Peace, above all, Tolstoy presented one of the 
grandest and most tragic epochs of modern history. In the pale 
light of his religiously colored presentation, the historical “‘heroes,” 
Napoleon and Kututsov, Alexander and his courtiers, all appear 
as rouged actors in a tragedy of the Baroque. The world of history 
is but a transparent world of pretense in which human failing 
and earthly vanity are laid bare in all their emptiness. The marks 
of deepest earnestness which this picture of history revealed and 
by which the measure of Christian ethics was applied to the 


* Wirtschaft und Gesellschaft (Tiibingen 1924) p. 817. 
* Ibid., p. 243. 
* [bid., p. 60. 
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political and historical world, did indeed appeal to Weber. But 
Weber could not identify himself with this Russian genius. In his 
very being he was forced to reject such a disparagement of history. 
For although he never spoke of the meaning of history, he always 
spoke with pathos and emotion concerning the course of history. 
From the days of his inaugural address in Freiburg he always spoke 
warningly and with exhortation and passion of a people’s “respon- 
sibility before history.”” What could this formula mean to him? 
From his observation of reality Weber came to recognize con- 
flict as the generator and master of all life, not only externally but 
also spiritually and inwardly. In his innermost being Weber was 
militant and political. He was aware of all the diabolical forces 
which political activity necessarily engendered. He recognized 
that all forms of military and heroic life, their feeling of honor 
and dignity, are irreconcilably in conflict with the radicalism of 
the Christian ethics of brotherly love, as found in the Sermon on 
the Mount. Whoever subscribed to a life of this worldly, political 
order, or who joined the warrior class, must, therefore, transgress 
other values such as those of Christian ethics. He saw this conflict 
clearly and had sufficient courage to endure it and not be over- 
come by the pressure of its tension. This spiritual conflict between 
two hostile orders of values, the decision for or against definite 
norms, the service which men assumed in behalf of one or the other 
system of values, all these gave man dignity and personality. This 
struggle alone makes existence meaningful. Life and history are 
nothing but stages of the realization of such services for values 
which men assumed only to give meaning to themselves. He found 
such heroism in history, irrespective of the systems of values to 
which men dedicated themselves. This applies to an individual 
as well as to a people. In the case of the latter, “responsibility be- 
fore history” signifies keeping political power so available and 
strong that it is in the position to preserve, protect and develop 
those values out of which and for which it lives. At the basis of 
this picture of history is a sort of negative theology of history. 
All modern philosophy of history from Condorcet to Hegel and 
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Marx was a theory of progress and carried the function of provid- 
ing a pseudo-religious legitimization of the course of history. After 
the destruction by modern natural science of the religious world 
picture and the religious disenchantment of nature as creation, 
the attempt was made to salvage the divine and the absolute as 
the principle of historical development and give to history a pathos 
and importance which neither antiquity nor Christianity ever 
recognized. ‘“The necessity for the idea of progress appeared when 
the need arose to provide a secular and objective ‘meaning’ for 
the course of human destiny, stripped of its religious content.”? 
Political, historical and social scientific investigations have finally 
rendered it impossible for this form of philosophy of history to 
regard itself as a science. The divine element, first ejected from 
nature, now was taken out of the process of history. Weber’s em- 
pirical sociology of understanding is at the opposite pole of every 
modern philosophy of history. The historical process has no ap- 
parent objective meaning and one can speak of progress only in a 
technical sense or from the point of view of subjective values. But 
every realization of meaning stands in the service of superior 
forces. Weber, however, is silent regarding these. The following 
might perhaps represent an adequate interpretation of what his- 
tory meant for him and what he meant by what we have called 
negative philosophy of history. The place of God is empty and 
abandoned but all know of Him. For His sake the world becomes 
the world stage and the scene of all those struggles for the realiza- 
tion of meaning and the fashioning of meaningful lives. Even 
though we have lost His name we struggle amid the night and 
darkness of life for His return and for the coming of His kingdom. 
This, then, is the real meaning of history for both the individual 
and the life of nations—to be stages in this realization, in a final 
and highest sense. Such an interpretation appears plausible and 
perhaps justified when one reads the lines of Rainer Maria Rilke 
which are placed at the head of the biography of Max Weber by 
Marianne Weber. 


1 Aufsdtze zur Wissenschaftslehre, op. cit., p. 33. 
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“Das war der Mann, der immer wiederkehrt, 
Wenn eine Zeit noch einmal ihren Wert, 
Da sie sich enden will, zusammenfasst. 

Da hebt noch einer ihre ganze Last 

Und wirft sie in den Abgrund seiner Brust. 
Die vor ihm hatten Leid und Lust; 

Er aber fiihlt nur noch des Lebens Masse, 
Und dass er alles wie ein Ding umfasse,— 
Nur Gott bleibt iiber seinem Willen weit:— 
Da liebt er ihn mit seinem hohen Hasse 
Fiir diese Unerreichbarkeit.” 


II 


This interpretation of the historico-theoretical presuppositions 
upon which Max Weber’s sociology rests can be substantiated by 
an investigation of his idea of freedom. It has already been shown 
that the gauge whereby he measured reality was the question as 
to what human types received the chance to become representative 
groups both from the viewpoint of the development of classes of 
political leaders and also from the viewpoint of “old and eternal 
human ideals.” Thus he speaks vaguely, and only by allusion, of 
the passionate “urge to liberty” which pressed the proletarianized 
German peasants into the cities. This was a feeling which had 
nothing to do with the declining economic or political doctrine 
of liberalism, free competition or Manchesterism. In his attitude 
toward socialism the concrete content of what his conception of 
freedom was is expressed more clearly than in these allusions. 
From his youth Weber fought for the social and cultural uplifting 
of the working classes. He admired the proletarian movement so ,; 
long as it possessed the strength to feel conscious of itself as a 
cultural movement. The way of radical opposition which it as- 
sumed, however, he considered dangerous and foolish. He con- 
sidered the economic theories of Marxism outmoded as a result of 
social developments or else chancing upon other presuppositions. 
He considered the class of peasants, petty bourgeoisie, officials and . 
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ever increasing number of administrative workers as a great bar 
to a proletarian revolution in Central Europe. These political 
considerations, however, did not yet provide absolute criteria for 
evaluation. His scientific insight showed him what would be the 
economic costs, in the sense of technical rationalization, of an 
ethically oriented socialism and how, therefore, the desired goals 
of higher standard of living and higher cultural levels might easily 
become converted into the opposite. Even these facts would per- 
haps not have prevented him from becoming a socialist had he 
only recognized the binding character of its ideals. ‘This, however, 
he found impossible. Like no one in his epoch, he foresaw what 
human consequences a socialist community would entail and what 
the dominant human types in such a society would be. 

At the Verein fiir Sozialpolitik in 190g Weber ardently opposed 
the growing tendency toward plans for state socialist and munici- 
pal socialist organization. Because he saw that it was impossible to 
hold back the development of increased technical rationalization, 
he always felt it incumbent upon him to point out with warning 
the significance of every new step in the direction of further in- 
tensive organization of society. “This passion for bureaucratiza- 
tion . . . is a desperate one. . . . We are in the midst of a de- 
velopment in which the world will come to know of nothing 
further than such systematized individuals. The central problem, 
therefore, is not how we can more greatly further and hasten this 
process but rather what we have to set up against this machinery 
to keep a portion of humanity free from this parcelling of the 
soul and from this supremacy of ideals of bureaucratic life.’’? In 
the closing section of his agrarian history of antiquity, written 
shortly before this address, he makes this point even more clearly. 

His intellectual passion was not directed against the thesis that 
the epoch of capitalism will at some time end. No one, not even 
a socialist, saw more clearly into the merciless and cruel struggle 
going on within the economic system of so-called peaceful com- 
petition. But he saw that in overcoming this social order, whether 


* Aufsdtze zur Soziologie und Sozialpolitik, op. cit., p. 414. 
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it should be by some sort of revolutionary socialism or through 
state intervention, society would become technically only more 
bureaucratized and socially mechanized and that man would be- 
come more and more of a functionary and administrator. This 
sort of future was simply intolerable in the light of his ideals. 

For Weber the human individual took on greatness and worth 
only in so far as he was able by conscious decisions to preserve his 
personality amidst the irrationality of the world and amidst the 
struggle between the forces and demons of the order of life. This 
was the meaning of liberty: the possibility of intellectual and 
spiritual struggle and the development therefrom of a spiritual 
and unadorned heroism which would in turn bring forth true 
humanity. The more, however, the world became thoroughly and 
rationally organized and individuals assigned their position and 
function, the more likelihood there was that in a world so or- 
ganized, the elements of spiritual dynamics, struggle and risk of 
the soul would gradually die out and no longer be comprehended 
nor experienced. No one can, indeed, penetrate into the darkness 
of the future but Weber spoke with painful anxiety of the men 
of the coming epochs. “No one yet knows who will live in that 
future abode and if at the end of this enormous development new 
prophets might not arise or a powerful regeneration of old 
thoughts and ideals might not come about. Or else perhaps if none 
of these come to pass there might be a mechanical petrifaction 
embellished with a sort of convulsive attitude of self-importance. 
For these ‘last men’ of this cultural development the dictum would 
become realized: ‘experts without spirit, sensualists without heart; 
with the false illusion that in this emptiness a stage of humanity 
never before realized has at last been attained.’’’! 

This deep inner anxiety for the preservation of the values of 
moral and spiritual heroism and freedom as the only means of 
allowing for its realization also accounted for the profound inner 
emotion which Weber experienced as a result of the Russian Revo- 
lution of 1905. His “Zur Beurtheilung der gegenwartigen poli- 


* Aufsdtze zur Religionssoziologie, op. cit., vol. 1, p. 203 ff. 
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tischen Entwicklung Russlands” and his “Russlands Ubergang 
zum Scheinkonstitutionalismus,’! despite their contemporary 
character, are still of fundamental importance for the problems 
of the sociology of the Russian intelligentsia. They also reveal 
clearly and plainly the place and meaning of Weber’s idea of free- 
dom. The struggle for the “inalienable rights of man” in the era 
of full capitalism is not liberalism but the desperate attempt to 
check the deadening centralization and bureaucratization by limit- 
ing and restricting them. These iron poles of increasing organiza- 
tion of state and private industries, with the accompanying in- 
crease of groups of state or private administrative officials, served 
only to convert this world into a new Egyptian bureaucratic state. 
The Russian Revolution occurs amid such conditions and, stand- 
ing as it does at the point of intersection between the struggling 
rationalizing and liberating tendencies, it assumed the highest 
importance for Weber. 

“Those who live in constant anxiety that there might be too 
much democracy and individualism in the world and not enough 
authority, aristocracy and prestige of position or the like, may rest 
calmly. Only too well has history provided that the trees of demo- 
cratic individualism do not grow to the sky. History, according 
to all experience, ever anew and inexorably produces aristocracy 
and authority, to which all who find this necessary, either for 
themselves or for ‘the people,’ can cling. If it is a question only of 
the ‘material conditions’ and the constellation of interests, ‘created’ 
either directly or indirectly by them, then any sober consideration 
must lead to the conclusion that all economic indications point in 
the direction of an increasing lack of freedom. It is altogether 
ridiculous to ascribe to this present day full capitalism, as it is now 
being imported into Russia and as it exists in America—to this 
‘inevitability’ of our economic development—any elective affinity 
with ‘democracy’ or even with ‘freedom’ in any sense. The ques- 
tion is only how it is at all possible for all these things to exist 


* Archiv fiir Sozialwissenschaft und Sozialpolitik, vol. 22, first supplement, and vol. 
23, first supplement. 
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permanently under its domination. They exist only when there is 
the determined will of a nation not to allow itself to be governed 
like a herd of sheep. We are ‘individualists’ and adherents of 
‘democratic institutions,’ ‘against the current’ of material constel- 
lations. He who wants to be a weather vane for the general tend- 
encies of future development will abandon these old fashioned 
ideals as soon as possible.” 

“But time urges us on ‘to act as long as it is day.’ Whatever 
inalienable spheres of personality and freedom will not be ac- 
quired now, in the course of the next generations while the eco- 
nomic and spiritual ‘revolution,’ the much abused ‘anarchy’ of 
production and the equally abused ‘subjectivism’ still remain un- 
broken, by the individual of the broad masses who becomes self- 
reliant through these and only through these, will perhaps never 
be acquired when the world comes to a full development and 
reaches a point of intellectual saturation. That is as far as we, with 
our weak eyes, are able to pierce through the impenetrable haze 
of the future of mankind. . . . “Thousands of years must have 
passed before you came into life and many more thousands of 
years wait silently to see what you will begin to do with this life 
of yours.’ This cry, which Carlyle’s passionate faith in personality 
called to every new individual, can be applied, without exaggera- 
tion, to the present situation in the United States and to that of 
Russia, as it is in part now and as it will most probably be within 
another generation.’ 

This pathos for freedom reveals the deepest content of Max 
Weber’s idea of man. To be a person, means to live a spiritual 
existence. This, in turn, signifies an indissolubility of will and 
spirit within the totality of man as a unit of decision. Only in 
freedom can man realize the intellectual and spiritual acts of 
autonomous decision, which are the primary constituents of his 
personality. Only the man who wrestles with the angel, who stands 
in daily need and danger of self-formation, can realize himself as 


*Zur russischen Revolution, p. 348. 
*Ibid., p. 350. 
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man. It is not freedom from, but freedom for the realization of 
these values that constitutes man’s service. This is the most onerous 
obligation and burden but also the only thing that gives man 
worth. It is the realm where human heroism is realized. Because 
Weber’s thoughts and feelings were majestic his idea of man could 
be nothing but majestic and exalted. 

Weber’s idea of man and freedom, therefore, was not related to 
any historical form of liberalism. For all political doctrines, aris- 
ing out of concrete situations or in opposition to them, always, by 
necessity, rigidly place these situations in the foreground and they 
never comprehend the totality of a given problem of political 
theory or social ethics. It is true that all existence appears only as 
concrete historical existence. But it is also true that the layers of 
this ‘‘historical existence”’ of intellectual and spiritual phenomena 
are, from the standpoint of the realization of ultimate principles 
and from that of the fundamental phenomena of man’s moral 
existence, of varying density and purity. For it is this with which 
Weber is concerned. It is a fundamental, heroic attitude toward 
the world. The struggle for freedom is an eternal form of human 
existence. It is a struggle for one of the forms of human perfection 
which is constantly being surrendered: for the self-molding and 
self-realization of personality. This form of life can find various 
concrete expressions in various historical situations: as prophet, 
Protestant, sectarian, mystic, revolutionary or anarchist. But it 
always remains an eternal symbol of the spiritual apprehension of 
man. It alone enables man to cope with the tension of the demands 
of the spirit, it alone gives him strength to live without illusions 
concerning the course of the world and yet to give affirmation to 
life in order to be able to cope with it. 

Tocqueville called himself a liberal d’une espéce nouvelle al- 
most one hundred years before Max Weber. He knew that the 
content of his conception of freedom, derived from the tension of 
existence, had nothing in common with contemporary doctrines 
and that he would remain solitary and alien to his epoch. The 
personalities and works of Weber and Tocqueville are alike in 
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this respect and for this reason there is a common character to 
both their methods and their sociological insight into the spheres 
of politics. Above all, however, they stand together because both 
were men not of their times; because, although they could inter- 
pret their own age with understanding, they were men of greater 
stature than their age and, penetrating into the realm of history, 
they were able to perceive eternal and moral phenomena. For this 
reason they remain solitary figures in time but always new in every 
spiritual awakening. By their personalities and their work they 
testify to an eternal element of human greatness. They can dispense 
with the approval and consent of their age for they hand on the 
never extinguished torch of human existence. ‘““They also serve, 
who only stand and wait,” said Milton, and he surely knew. 
Weber found his ideals old fashioned in his times and felt him- 
self surrounded by loneliness. For just as he could not adhere to 
the socialist movement so he also rejected completely the youth 
movement centered in Stephan George. Nevertheless, he had much 
in common with the poet in his criticism of the age. The cult of 
personality, negative self-reflection, uprooted thought without 
foundation, which destroys the deepest basis of human existence 
and runs its course in a vacuum—all these phenomena seemed 
also to Weber symptoms of disease and elements of spiritual and 
psychic decomposition. But he could not see any genuine salvation 
in the ““Maximin cult” of the poet nor in the religious veneration 
accorded to George by his pupils. To him, as to his Puritans, every 
attempt to deify the earthly straying man was “idolatry” and a 
cowardly flight from individual responsibility in favor of absolu- 
tist authority. For his stern and heroic attitude such a personal 
surrender of freedom and individual will for inner decision, 
seemed a flight from the terrifying aspect of life. He always affirmed 
a personal attachment to a charismatic leadership but this was 
never to bring about a sacrificium intellectus. Therefore, to Weber 
the harshness and severity of George’s curse upon the entire age 
seemed merciless and unjust, quite apart from his criticism of 
George’s romantic misunderstanding of both history and reality. 
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Weber must thus stand alone, revealed in his works. These, 
however, cannot provide us with either religious serenity or secure 
metaphysical shelter. There is no joyous promise either at the 
beginning or at the end of his work. The situation of his time 
hardly made this possible. But his existence and his work bear 
witness to something which, in the spiritual condition of the 
epoch, was more than any message. It was the fact that human 
greatness is not extinguished and that heroes are possible even in 
the gray and barren everyday existence of modern life. The figure 
of Weber and his work remain as a call to greatness and heroism. 
Not to a romantic irrational heroism which sacrifices itself amidst 
the delirium of self-decomposition, but a holy and sober heroism 
which grows out of the contradictions of life and out of the 
strength of knowledge of the suffering, greatness and pangs of the 
spirit, and which can, without illusion, understand man’s existence 
and activity and yet not become cynical. Only great moral power 
and an ever flowing stream of human purity make it possible to 
bear the weight of the tremendous force of such disillusioning 
knowledge. This provided the secret source of strength of the 
man, which reverently we dare not touch. One aspect of his per- 
sonality has been described in the lines of Rilke. The other we 
can describe in the words of Hélderlin. Both together form the 
high vaulted arch whereby the greatness of this man spanned the 
intellectual and spiritual currents and concrete world of his time. 


“Doch uns gebiihrt es, unter Gottes Gewittern, 
Ihr Dichter! mit entblésstem Haupte zu stehen, 
Des Vaters Strahl, ihn selbst, mit eigner Hand 
Zu fassen und dem Volk ins Lied 
Gehiillt die himmlische Gabe zu reichen. 
Denn sind nur reinen Herzens, 
Wie Kinder, wir, sind schuldlos unsere Hande, 
Des Vaters Strahl, der reine versengt es nicht. 
Und tief erschiittert, eines Gottes Leiden 
Mitleidend, bleibt das ewige Herz doch fest.” 
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LASKI, HAROLD J. The State in Theory and Practice. New York: 
Viking. 1935. 299 pp. $3. 


The earnest meaning of Laski’s book is plainly given in the motto, 
a quotation from G. Lowes Dickinson’s Justice and Liberty, “Justice is 
a power; and if it cannot create, it will at least destroy. So that the 
question for the future is not, shall there be revolution, but shall it be 
beneficent or disastrous?” The sincere and urgent tendency of the book 
is not to safeguard the past but to make possible the liberation of the 
future, i.e. to help make the inevitable revolution beneficent instead 
of disastrous. The reader shares the author’s enjoyment of the intense 
clarity of a definite standpoint, the firmness of an intellectual decision 
won from a life which has been not only one of thought but also of 
experience and practice. As with other scientific hypotheses, that 
of Laski is gathered from an enormous store of experience by the in- 
explicable act of intuition, then adapted to the reality of nature which 
can be described and perhaps explained in terms of it, while applica- 
tion finally has to prove that the hypothesis rightly interprets the laws 
of nature. And yet, there may be another vision which fits no less sat- 
isfactorily into the facts of experience or the results of experiment. 
The definite proof of scientific results is always their realization by ap- 
plication to concrete tasks. Even then there may be a doubt; but if, for 
instance, the constructions based on scientific results do not fit into any 
other thinkable formula, they may properly be said to reflect nature 
in every essential respect. On the other hand, if even the most plausible 
results of science fail in this ultimate test, which is not only intellectual 
but practical, it is impossible to accept them as applicable to human life. 

From this viewpoint, Laski’s thesis is supported by the fact that all 
other theses regarding the state have fallen short of the goal of supply- 
ing an all embracing philosophical theory, and even more in that of 
helping to shape adequate forms of government. Laski’s thesis is that 
the dominating influence of property relations determines the purpose 
of the state, that therefore political equality does not answer to the 
maximum requirements of the state. The owners of the means of pro- 
duction may try to fulfil partly the demand for equality so long as they 
are able to exploit enlarging economic opportunities for their own 
satisfaction; but as soon as their privileges begin in practice to shrink, 
they can no longer offer anything to the workers, who forthwith feel 
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social inequality unbearable. Political equality does not provide effec- 
tive means for changing this situation. As the state has to fulfil pur- 
poses other than those which idealist theory imposes on it, it has to 
find other means than formal democracy combined with social inequal- 
ity. These cannot be found unless the property relations are changed, 
and it is not likely, however much one may wish it, that such changes 
can take place without revolution. 

Thus condensed, there seems to be nothing new in this thesis, which 
is stated with reference to Marx. But there are new implications. There 
is novelty in the clearness and simplicity with which these implications 
are expounded. Other views are disposed of with great conciseness, 
leaving space and to spare for stressing the main thoughts of the book 
even by reiteration in order to make them as impressive as may be. 
Nothing is vague, nothing uncertain. All the brilliance of the book 
serves a definite end, and all the subtle formulations are for the sake 
of the thesis. 

A real sense of Laski’s book cannot be transmitted by a review. It is 
too impressive and too personal a book to allow a transcription which 
might enable the student to dispense with a thorough reading of it. 
Its clarity will offer a kind of consolation in the present intellectual 
and moral crisis, yet it is this very clarity which may mislead the reader. 
Laski’s extraordinary gift for reducing the problems to very simple an- 
titheses, his technique of unfolding the contrasts until they are reduced 
to the paramount antagonism between the owners of the means of 
production and those who do not own them, is extremely useful as a 
method of subsuming the complicated facts of political life to one 
basic discernment, but becomes dangerous as soon as the simplicity of 
approach could be mistaken for a simplicity of facts. Therefore, it may 
be appropriate to suggest to the reader a few questions which are not 
solvable in terms of class struggle. From within both classes there emerge 
groups which are cross-combined by common interests, at least tempo- 
rarily stronger than the antagonism between the classes. Ownership of 
the means of production does not mean the same for the finance capi- 
talist and the industrialist on the one side, and the landowner on the 
other. The agrarian sector does not fit into the clear cut class division 
because of the differences in the property structure. Down to the pres- 
ent the socialist movement has not been effective in adapting its basic 
idea, which is a result of conclusions drawn from the industrial world, 
to agrarian problems, nor has it been able to convince the rural popula- 
tion of the economic advantages of socialism. Since even in industrial 
countries about half the population lives on farms or in rural districts 














t 
Mf 
E 











BOOK REVIEWS 387 


and therefore depends on agrarian production, the constitutional 
method of gaining a voting majority, which Laski suggests as normally 
more useful than revolution, is bound to be unworkable unless due 
consideration is given to the special demands which are to be satis- 
fied, and the peculiar evaluations which are characteristic of rural life. 
Progress of technique may reduce the importance of this problem. 
But at the same time, this progress increases the extent of clerical work. 
A growing part of the employed become “white collar” workers who, 
as experience shows, break up the class unity which is one of Laski’s 
presuppositions. The middle class has become an independent factor 
in social and political development. Whenever the proletariat joins it 
with a view to securing a majority, it is the middle class, not the work- 
men, who actually run the state. 

It is also to be borne in mind that in the state machinery a kind 
of independent force develops which is not at the disposal of the class 
which seeks to control the state in its own interest. Both the bureaucracy 
and the army develop special interests which are not at all reconcilable 
with the interests of the class intending to dispose of the means of 
government. No definite proof can be given for the assertion that the 
trained civil servants under the governmental executives are always 
servants of the class formally in command of the state. It is true that 
the neutral state is a fiction, but the millions of state officials become 
a group which serves its own interests by playing off one class against 
the other without committing itself — a process by which clear cut class 
relations are not only veiled but really changed. The importance of 
social legislation and taxation in this connection is obvious. Certain 
consequences of the business cycle, high standards of living on the one 
side, inflation and unemployment on the other, complicate the situa- 
tion. The rising workman usually loses his class consciousness, while the 
sinking bourgeois and his children refuse to accept their new economic 
lot in terms of class memberhip. Both these factors change not only 
the appearance but the facts of the social situation. 

The consequence is that the masses, a vast majority of the people, 
not articulated nor uniform as a class, become the counterpart of 
governments which in their turn are not clearly class bound. Where 
destitution makes many constitutional rights meaningless, these masses 
accept not only political but economic conditions which are far from 
giving even a minimum satisfaction of their demands. Shortened labor 
hours, unemployment, lack of money to be spent during leisure hours, 
make the organized “leisure activities’ a formidable means of con- 
solidating the masses for purposes that lie beyond social boundaries. 
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While the industrial workers have been disciplined for their political 
attempts by the uniformity of their labor conditions and of their pri- 
vate lives, the specialist, the clerk and, far more, the jobless, are some- 
what isolated until organized leisure gives them a new kind of unity. 
It is not by chance that uniforms come to be worn more generally than 
overalls. 

The capitalistic system grows complicated by the splitting up of 
formerly homogeneous social groups, and in allowing world wide de- 
pression followed by widespread unemployment it develops forces in 
itself which prevent clear class antagonism. In Russia, where the in- 
dustrial development was far behind the average, the proletarian revo- 
lution had along with other advantages that of a stage in which class 
discipline was still a result of working conditions. For other countries 
where the mass movement ceased to be identical with the class move- 
ment, the hour for a revolution along the line of traditional class 
separation has perhaps passed. 

At least this seems to be likely so long as other than plain economic 
motives play an important part, overshadowing the class situation. 
Nationalism, the twin brother of democracy, and other popular reac- 
tions stirred up by technical and psychological means hitherto unheard 
of — the whole witches’ brew of emotions that has been available since 
the masses turned from reasoning about calculable elements in their 
economic situation to hailing irrational factors of their social being — 
all that makes for the fact that men act spontaneously even against 
their clear economic interests. 

True Marxians believe that the noble instincts of men can be set 
free as soon as their economic needs have won satisfaction through 
socialism. Instead, the state machinery is idealized as never before, but 
made effective through instincts which in themselves prevent any ra- 
tional solution, thereby strengthening themselves and enriching the soil 
in which they grow. But why is the state idealized, why does this ideali- 
zation work, even in times when idealism as a whole is naturally 
diminishing? 

In reading Laski’s book, one would like to know more about these 
and other questions; but this is a kind of intellectual greediness, 
whetted by the exquisite flavor of the meal. Looking at the book and 
others preceding it, the reader can be assured that the vitality, stern- 
ness, wit and social conscience which back the author’s learning and 
ingenuity will eventually answer such questions on the basis of a 
realistic analysis of the present and a real vision of the future. 

Hans SIMONS 
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MAYER, GUSTAV. Friedrich Engels, Eine Biographie. 2 vols. The 
Hague: Martinus Nijhoff. 1934. 393 and 585 pp. 10 gld.; bound, 
13.50 gld. 


All through the nineteenth century and down to the present there 
have been good Germans who loved freedom in a suspiciously Euro- 
pean fashion. Among them was Georg Forster, of whom Engels thought 
very highly, and Engels himself. This secret tradition of freedom, 
which is distinguished by a rare combination of realistic activism and 
noble humanity, is still alive in writers like Heinrich Mann. The nation 
has always been apt to mistrust these Germans and to prefer as national 
heroes men who spoke of freedom in a more mystical manner, or better 
still, those who laid their emphasis on discipline. 

Gustav Mayer’s biography of Friedrich Engels is a monument to a 
German who devoted his life to freedom in the unpopular sense. It 
will contribute to a better understanding of Germany as well as of the 
origins of socialism. Let me add that the book is also a literary monu- 
ment to the unparalleled friendship between Engels and Marx. 

The book is more than a biography. It presents the life of Engels 
within the changing frame of the historical scene of his life. One who 
knows the immense scope of Engels’ interests will realize that the 
requirements thus put before a biographer could be met only by a 
political historian of the first rank. There is no political conflict from 
1848 to the end of the nineteenth century which Engels did not dis- 
cuss in pamphlets, articles or letters, no war on the strategy and tactics 
of which he did not comment in technical studies supposed to have 
been written by a military officer because of their unusual expert 
knowledge. An adequate treatment of Engels’ philosophy demands, 
furthermore, familiarity with the development of natural science, eco- 
nomics and, above all, with the metaphysical and political import of 
Hegelian thought. 

Gustav Mayer’s book, the result of many years of painstaking in- 
vestigation, does justice to all aspects of Engels’ literary and political 
activities. It abstains from brilliance in favor of detachment and is 
distinguished by a complete avoidance of polemics. Both of these 
qualities are notoriously rare in this field. Mayer is not a Marxist save 
for his conviction that the structure of the age which he elucidates by 
his biographical method is still the structure of our time. Yet his phi- 
losophy is so much absorbed in the facts as to render the question of 
whether or not he is right rather irrelevant. In a word, he has written 
a classic biography. 
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The presentation of the various national labor movements in con- 
nection with the economic and political evolution of the several coun- 
tries would in itself make the book a valuable contribution to the 
social history of nineteenth century Europe. It contains, moreover, 
well balanced surveys of the international struggles in the socialist 
movement. 

The first part of the work was first published in 1921 together with 
a volume of the early writings of young Engels which had been dis- 
covered by Gustav Mayer. In the meantime, the Marx-Engels-Lenin 
Institute in Moscow has published for the first time further studies 
written by Engels before 1848. They have been taken into account in 
the new edition. The second volume is based on a great number of 
recently published or still unpublished sources. 

Because of the unique connection of the lives of Marx and Engels, 
the second half of the work sometimes assumes the character of a 
joint biography of the two friends. The book will serve as an in- 
valuable substitute for the scientific biography of Karl Marx which 
has yet to be written. One of the few shortcomings of Mayer’s book 
follows indeed from this achievement. Except for the sections in the 
first volume dealing with the emergence of “Marxian” philosophy from 
Young-Hegelian idealism it does not contain a critical evaluation of 
Engels’ later contributions to and interpretations of historical ma- 
terialism. The ninth chapter of the second volume, being a summary 
of Engels’ “Weltanschauung,” needs completion as to Engels’ miscon- 
ception of the thing-as-such, a problem of fundamental importance 
for Marxian philosophy, as Georg Lucacz has shown. The discussion 
of this point would have afforded a good opportunity for an elucidation 
of the differences between Marx’ and Engels’ philosophy. Most inter- 
esting from the political point of view are the paragraphs dealing with 
Engels’ nationalism. They may embarrass the dogmatic detractors of 
the policy of the Social Democrats at the beginning of the World 
War. Engels held the existence of great nations, in spite of their having 
a capitalistic set up, as an indisputable value to be defended with all 
available means. At the end of his life he realized that a world war 
was imminent. He thought it could possibly be avoided. Yet he pre- 
dicted that if it came, it would entail a tide of nationalism in Europe 
which would push back the labor movement for some decades. 

Moritz Heimann, one of the finest German essayists, once said that 
Engels would have become a valued property of the German nation 
had it not been for his active part in the political struggle, which has 
distorted his picture. Engels’ unselfishness and the amiability of his 
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unquenchable nature seemed indeed to destine him for popularity. 
But he was a revolutionary. The middle classes therefore overlooked 
his patriotism, which, to be sure, had no Prussian traits; Engels hated 
nobody more than the Junkers. The workers, on the other side, mis- 
conceived their leader in a proletarian fashion. They did not always 
understand the deepest motives of his nature when these could not be 
interpreted in terms of the international class struggle. It is hard to 
say whether Engels was a German European or a European German, 
but the German heritage of his character was never obliterated by his 
radicalism or by the fact that he lived most of his life in exile. He 
suffered from the social injustice inherent in the capitalistic system, 
but no less was he distressed by the fact that the history of Germany 
lacked greatness. Coming from western Germany he was in the habit 
of comparing France with Germany, and in this light German history 
appeared to him one of “continuous misery.” Germanism he had 
learned from Walther von der Vogelweide rather than from Bismarck, 
and it exasperated him that by the chancellor’s modest solution of the 
national question the center of Germany had been shifted to Prussia, 
a reactionary part of the country which had not been German when 
the Nibelungen fought on the German Danube. 

Even before the publication of this biography Gustav Mayer was 
the foremost authority in the field of the biographical history of so- 
cialism. The political situation made it necessary and desirable for the 
book to appear in Holland. It will hold its place among the most im- 
portant books of modern German historical science. 

Hans SPEIER 


DORFMAN, JOSEPH. Thorstein Veblen and His America. New York: 
Viking. 1934. 556 pp. $3.75- 

To a student of the recent development of American social science, 
the very announcement of this book was the promise of a God-sent gift. 
At last, one said to oneself, we shall find a key to the understanding 
of Veblen. In the first ten chapters this expectation appears to be ful- 
filled. From the description of his background, of the books he read 
and of the political and intellectual atmosphere in which he grew up, 
we see Veblen emerging in the formative years of his life. The first 
sullen articulation of his mind, the hard and meandering way in which 
he finally enters into the tracks of scientific activity, the beginning of 
his academic career in the Chicago of the nineties — all this is traced 
by Dorfman with an impressive selection of documents that speak for 
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themselves. But when in the reconstruction of Veblen’s development 
the moment is reached in which Veblen gets a clear consciousness of 
his fundamental idea, the sense of evolution is lost; Veblen covers the 
whole horizon of the book and his idea the whole horizon of Veblen. 
For hundreds of pages we read a diligent summary of books and essays 
and reviews dealing with the conflict between business and industry 
and with animism and conspicuous waste and invidious competition 
and barbarism. Toward the end of the book, when Veblen’s pitilessly 
monotonous voice is shaking and his strength is ebbing away, the 
description again becomes not only convincing but moving. The pic- 
ture of the old defeated man, wandering from the east to the west, out- 
living the patience of his friends, is drawn with restrained power. At 
last, after the long crossing of the dry spaces of this life, one has a 
touch of humanity. 

All these reactions are something that Dorfman must be aware of. 
They are a result of the well defined and loyally followed method 
which he has chosen. He wanted to be objective. He wanted to use 
his high standard of scholarship for the selection and arrangement 
of the material more than for the analysis and interpretation of it. 
So he offers a Veblenian picture of Veblen: a puzzling picture of a 
puzzling man. Is the visualization of Veblen’s work helped by drawing 
the whole of it within the frame of a scholarly book? As long as this 
work was scattered through books and articles, the tireless development 
of the one idea could appear as a stern, almost heroic consistency. The 
forgetfulness of the reader created a certain refreshing distance be- 
tween the individual writings. But here, within the frame of one book, 
no distance and no forgetfulness is allowed: the intervals between the 
various writings are filled by short nervous accounts of the compli- 
cated happenings in Veblen’s life. So that we find the one idea, with 
very little change in literary formulation, brought to bear for the 
enlightening of the whole universe of life and learning: leisure class 
and Icelandic history and classical culture and primitive anthropology 
and peace and war. At the end the final problem cannot be avoided. 
What is the value of Veblen’s idea? Is it a stroke of genius cutting into 
the real issues of economic and social life or is it the enormous infla- 
tion of a paradox? In true Veblenian style the book does not offer 
any answer. It simply piles up every conceivable piece of evidence. 
I am doubtfui whether it makes the case for Veblen less hard. 

But after this impressively ponderous book the analysis must go on, 
this time as a thoroughly critical analysis. The dichotomy between 
pecuniary and industrial culture may not offer a universal canon for 
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the interpretation of history and may not be of great moment as a 
scheme for social reconstruction. But even if the answers to the many 
problems that he raises are the most unfavorable to him, Veblen has 
to be studied. He represents with a monumental degree of evidence 
the middle western American revolt against the money power — a revolt 
slow in finding its own articulations, contradictory and yet powerful 
in the endless repetition of the same thing. A new culture, still hard 
and barbarous, looms in Veblen’s works, a mentality powerfully logical 
and rurally stubborn in aiming at its emotional goals: something that 
may spring from the freshly tilled earth or may be the blossoming of 
old Nordic seeds but which has anyway the power to be fascinating 
and disturbing. The ideal of rural frugality strangely mixed with re- 
ligious respect for the machine and for a wholly praiseworthy efficiency, 
reaches in Veblen perhaps the highest possible degree of scientific 
unfolding. If he fails, he is not alone in his failure: a great movement 
in American history has its echo in him. Finally, as a stylist, Veblen 
is one who must be studied. With him a new type appeared in Amer- 
ican social science: the elusive oracular scholar, the detached observer, 
who through objectivity and inductive piling up of learning manipu- 
lates his material with the secret ritual of a magician. His type is not 
unrepresented in contemporary American social science. Tons of mes- 
sianic confidence are sometimes buried beneath the surface of induc- 
tive, matter of fact objectivity. 

Perhaps the greatest merit of this book is to prove once more how 
labyrinthine Veblen is, how hard it is to conquer the secret of his 
consistency, of his wanderings and of his historical correlations. It 
offers us a massive reproduction of the whole of Veblen, clean as a 
well ordered museum. Ecce Veblen. But this means that the work has 
only begun. For the keenness and the diligence that he has displayed 
exhaustively in this book, nobody more than Dorfman should be 
entitled to suggest a first scientific judgment. 

Max ASCOLI 


SCHUMPETER, JOSEPH A. The Theory of Economic Development. 
An Inquiry into Profits, Capital, Credit, Interest, and the Business 
Cycle. [Translated from the German by Redvers Opie. Harvard Eco- 
nomic Studies, vol. 46.] Cambridge: Harvard University Press. 1934. 
255 PP- $3-50. 

The main significance of Schumpeter’s famous book, presented here 
for the first time to the Anglo-Saxon public in an excellent transla- 
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tion, is to be found, not in the elaboration of various interesting, 
sometimes paradoxical theories of interest, forced savings and other 
problems, but in the close analysis of a concept that is fundamental 
for all good economic theory, namely the concept of the homo @co- 
nomicus. 

It is hardly necessary to dwell on this part of the argument, the 
importance of which must be clear to any impartial reader from the 
mere sequence of chapters in which Schumpeter develops his line of 
thought. Nor do we wish to reproduce at length the masterly socio- 
logical analysis of the two basic types of entrepreneurship, the lucidity 
of which can hardly be surpassed. Both the static and the dynamic 
types are types of rational behavior and therefore to be grouped under 
the common heading homo economicus. They differ in respect to 
farsightedness, courage, activity. One of the static type will have to 
show his rational behavior only in reacting to slow changes in demand, 
caused by equally slow changes in the distribution of income or in 
the scale of tastes. But he will be loath to alter anything in the technical 
or organizational structure of his enterprise. To express it in more 
theoretical terms, he has no productivity function but instead of 
exercising a function he deals with a rigid combination of factors. 

The types represent the basis for two fundamentally different eco- 
nomic mechanisms, that of the circular flow and that of the business 
cycle. The rest of Schumpeter’s theories, credit inflation and self-de- 
flation, zero interest in the circular flow, and so on, seem to follow 
directly from the basic character of these mechanisms. 

In attempting to understand these later parts of Schumpeter’s argu- 
ment, the Anglo-Saxon reader will find himself much perplexed by 
Schumpeter’s recourse to the Austrian value theory. Only with the 
help of Menger’s theorem (on the derivation of a capital good’s value 
from the value of consumer’s goods) is it possible to prove the para- 
doxical proposition as to the zero rate of interest under static con- 
ditions. B6hm-Bawerk had derived from Menger’s theorem the simple 
conclusion that the replacement value of the capital good plus the 
reward of the original factors of production (land and labor) must be 
exactly equal to the value of goods and services created by their co- 
operation, without leaving any margin for net profit or interest, unless 
a force could be found which lowered the value-total of the left side 
of the equation below the right side. This force was found by Bohm 
in the famous proposition that present goods are worth more than 
future ones; the latter would, therefore, show an increment in value 
when, by lapse of time, they became present goods. Thus the interest 
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margin is created. Schumpeter’s answer to Bohm’s theorem is simple: 
in a circular, self-repeating flow there can be no preference of present 
goods over future ones. 

It is a little surprising that Schumpeter has not tried to restate his 
theory in more modern terms, since the Austrian concept of subjective 
value as a quantity has in the meantime been demolished and its place 
taken by a theory of preference actions. It may simplify the problem 
if we try to do what Schumpeter omitted 2nd rewrite his theory in 
terms of marginal productivity. 

Schumpeter’s static entrepreneur cannot be tempted to compete 
for more capital, however low the rate of interest in the market, be- 
cause the technique and organization of his enterprise are modeled 
upon the archetype set during the last upswing by the dynamic type, 
and the relation between the amount of capital and that of labor and 
between the amount of factors and that of current output is rigidly 
fixed. Neither would a low level of interest rates stimulate a demand 
for durable consumers’ goods since the costs of maintaining, replacing 
and managing them would be considered as a burden greater than the 
increment of satisfaction. So far, the concepts of the marginal produc- 
tivity theory do not contradict Schumpeter’s proposition. But how 
is the wage rate itself determined under these conditions? So far as 
the reward of labor is concerned, Schumpeter is an adherent of the 
marginal productivity theory. This theory, however, assumes variability 
of the amount of factors, substitution of one for the other, i.e. a 
change of technique and organization, and this is excluded by Schum- 
peter’s fundamental definition of the static entrepreneur, at least as 
to the relation between labor and capital. We can hardly suppose that 
under static conditions variations in the relationship between labor 
and land are possible and may serve as the basis of rent and wage 
theory, while variations in the combination of labor and capital are 
rigidly excluded. A second difficulty arises in respect to the value of 
land, which is infinitely great at a zero rate of interest, and also in 
respect to durable capital goods. They have, of course, their cost 
value, but since, in an economic sense, no net income depends upon 
their possession, one cannot see why anybody should care to be troubled 
with their possession or why an owner should not prefer to consume 
the amortization funds instead of reinvesting them. Schumpeter would 
probably consider this latter possibility as a case of consumption credit, 
for which he has not denied the existence of a rate of interest (al- 
though he denied its economic significance) ; and one may likewise 
assume that the guarantee of a managerial income given by the pos- 
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session of a plant may induce certain people to offer to the owners of 
the capital goods a kind of fee which reconstitutes the rate of interest 
as a non-economic “deduction” from the “natural” wage rate and 
indirectly permits the computation of a finite value of the land. 

Even so, however, our first objection to the indeterminateness of the 
wage rate is not answered; and since not even the Austrian theory of 
imputation presents a solution in a case in which substitution is 
excluded, we have to be very grateful to the modern value theory for 
having demolished so efficiently the basis of Menger’s law. There is a 
passage in Béhm-Bawerk indicating the central importance of the 
wage theory for his main problem. In criticizing Thiinen’s marginal 
productivity theory, Béhm says (Geschichte und Kritik, 2nd edition, 
p- 204; I translate as literally as possible) : “About the existence of a 
rate of interest nothing can be concluded from the fact that the society 
as a whole, with the cooperation of capital, is able to replace the 
capital stock and beyond that to produce a surplus output. For that 
surplus could as well be transferred as an additional wage sum to the 
workers instead of being given as interest to the capitalists, because 
the workers are as indispensable for the production of the surplus as 
the stock of capital.” 

The reason I have not examined Schumpeter’s paradoxical proposi- 
tion of the zero rate of interest is that I do not think it an essential 
and indispensable part of the whole theoretical structure of his work. 
It could, in my opinion, easily be eliminated without impairing his 
main theoretical contributions. It should be clear that the “circular 
flow” is not a description of a real status of the system, but of a limiting 
case, framed as a starting point for theoretical analysis; for even the 
declining phase of the cycle is not characterized by merely static be- 
havior but represents the period of imitation in which even the so- 
called static type, by reorganizing his enterprise, exerts a demand for 
productive credit. But why select as limiting case a construction so 
burdened with theoretical difficulties? The important differences be- 
tween the dynamic status and the circular flow would be preserved 
also if the interest rate were above zero, but very low, because the 
reaction of the truly “static” entrepreneur to relative changes of the 
income rate is very slow, very restricted and entirely different from 
the active changes in technique and crganization realized by the 
dynamic type. If, under static conditions, the rate of interest declines, 
the static entrepreneur, by enhancing the capital investment per unit 
of labor and introducing small changes in his enterprise, will eventually 
generate an additional demand for capital and thus prevent the interest 
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rate for productive capital from dropping to zero, but he will do this 
only if the decline is appreciable and if he is sure that the decline 
will last, and he will prefer the investments of small productivity and 
no risk to the kind which will later be chosen by the dynamic entre- 
preneur. Such a return to the traditional theory of interest would 
surely make necessary revision of certain other parts of the book,} 
especially the theory of “‘self-deflation” (i.e. repayment of bank debts 
at the end of the upswing by the dynamic entrepreneur) as explaining 
the crisis, but it would neither deprive the entrepreneurial profit and 
the interest paid during the upswing of their peculiar dynamic char- 
acter, nor would it impair Schumpeter’s merit in having given in his 
book the first realistic theory of economic development. 
HAns NEISSER 


DALTON, HUGH, AND OTHERS. Unbalanced Budgets. A Study 
of the Financial Crisis in Fifteen Countries. London: Routledge. 1934. 
468 pp. 15s. 

Four students of public finance analyze in this book the behavior 
of the public budgets in fifteen countries during the depression. Dalton 
planned and supervised the work and wrote the introduction and 
conclusion. Each chapter presents reliable and interesting informa- 
tion concerning one of the fifteen countries but the treatment of the 
different countries is somewhat uneven. In some cases, like that of 
Germany, the whole financial set up and the entire field of economic 
policy during the depression are discussed, while in other cases there 
is only a brief report on the budgetary policy. The space accorded to 
Germany is almost as much as the total amount given to all the four- 
teen other countries. The treatment of Germany and of Italy is not 
*Some other passages of less importance that, in my opinion, need revision may 
be mentioned briefly. In order to remove any inflationist flavor from his theory 
of bank credit as a vehicle of the upswing, Schumpeter has always insisted that 
the price raising tendencies of the credit expansion during the revival are later 
wholly curbed by the additional commodity supply due to actions of the dynamic 
type. He now adrrits that the later price deflation depends upon the credit policy 
of the banking system. But he has failed to revise his Chapter 3 frum this view- 
point. “After completing his [the entrepreneur’s] business . . . he has . . . enriched 
the social stream with goods whose total price is greater than the credit received 
and than the total price of the goods directly and indirectly used up by him” 
(p. 110). But the additional credit and money fund is a stock existing at every 
moment and must be exceeded sooner or later by the time-flow of output; the two 
simply cannot be compared. And if we take into account the circulation period 
of money and the production period of goods, the results will be different. 
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too broad but one wishes that the other countries had been treated 
with similar thoroughness. 

The reporters describe the fruitless attempts in many countries to 
balance the budget by curtailment of expenditures and in some cases 
by increased taxes. A policy of moderate expansion proved to be more 
successful in diminishing the budget deficit. Especially interesting are 
the descriptions of the methods of financing public works in Germany, 
Italy and Sweden. The author of the study on Germany emphasizes 
the “heroic” but suicidal policy of the Bruening administration to 
adjust the rigid cost to the decreased price level and also criticizes the 
attempt to lower prices. This policy was inevitable, however, as long 
as Germany was to pay reparations and interest on foreign loans. The 
expansionary policy of public works could start only after the settle- 
ment of the reparations question. But the deflationary policy of the 
Bruening cabinet prepared the ground for the policy of credit ex- 
pansion carried out by the succeeding governments. German economic 
policy of the last decade reveals more continuity than is apparent from 
the radical break in political organization. In Italy, too, the “attack on 
rigidities” and the policy of public works are combined. 

In his conclusions, Dalton discusses as alternatives a policy of ex- 
pansion and a policy of economy. These two devices are perhaps not 
quite so contradictory as they may seem. A policy of cost adjustment 
(including public budgets so far as they are met by taxes) is perhaps 
a condition for a successful policy of expansion through public works. 
While Dalton rejects the deflationary policy, he believes that the 
policy of public works can reach the goal of overcoming depressions 
only if it proceeds to a policy of a planned economy. He sees in some 
emergency measures steps toward a destruction of capitalism and to- 
ward socialism. He believes that fascist Italy is on her way not only to 
economic planning but to socialism (oveistressing, as I believe, the 
famous philosophical interpretation of fascist economis policy by 
Spirito and underestimating perhaps the sociological reality) , and he 
speaks of the socialized German banking system. The depression un- 
doubtedly strengthened the tendencies toward state interventionism 
and state regulation all over the world, in democratic as well as in 
fascist countries. Capitalism will not emerge from this depression in 
the form in which it previously existed. But it is still an open question 
as to how far the different governments will use their increased eco- 
nomic power to foster or to retard the development of a remodeled 
economic order from the emergency economics of the depression. 

GERHARD CoLM 
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MARQUARDT, HEINRICH. Die Ausrichtung der landwirtschaft- 
lichen Produktion an den Preisen. (No. 3 of Probleme der Theorett- 
schen Nationalékonomie, edited by Walter Eucken.) Jena: Gustav 
Fischer. 1934. 138 pp. 7.50 RM. 

Studies relating to the integrated laws of economic behavior of 
diversified farms are very rare. The few attempts which have been 
made, among them the outstanding writings of Friedrich Aereboe, 
usually approach the intricacies of the subject from the standpoint of 
farm management. There have been no studies which apply pure 
economic theory since Heinrich von Thiinen wrote his classic work 
on the “isolated state.” Thiinen, however, did not touch the questions 
involved in joint production. The reason why this complex of exciting 
problems has not attracted more zeal on the part of scholars is most 
probably to be found in the fact that the task requires a thorough 
knowledge of farm management in detail and at the same time a capac- 
ity for competent theoretical analysis. In the early part of the nine- 
teenth century when national economics had a broad appeal to intelli- 
gent landlords in England and Germany, this combination was not 
so unusual. 

The special value of the work under review lies in this combina- 
tion of theory and detailed knowledge of agriculture. The author 
works out a special theory on joint production within a farm and ex- 
amines the consequences of shifts in production under the assumption 
of stable prices, of changing prices for the means of production and of 
changing prices for the products. Special consideration is devoted to 
the stimulus of lowering the costs of production. 

Another theoretical chapter deals with risk as a decisive factor in 
farming. The risk of changing prices, the risk of varying output 
through natural influences and the risk of adjustments in the organiza- 
tion or management of farms receive a very able and systematic treat- 
ment. 

In a second part of the book the author applies his theory to explain 
the economic situation of the majority of German farms between 1924 
and 1931. After interpreting the main facts and their economic im- 
portance the author analyzes and tries to verify his theory with an 
individual farm as example. He claims that the dynamic forces originat- 
ing in the necessary adaptation of agricultural production to price 
relations remain operative in just the same way under a partly planned 
or state controlled system as under free competition. 


Kart BRANDT 
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CHAMBERLIN, WILLIAM HENRY. Russia’s Iron Age. Boston: 
Little, Brown. 1934. 399 pp. $4. 

This is one of the few books on Russia which distributes light and 
shadow justly. The author, who began to study Russia as an enthusiast 
in 1922, has become more critical. He describes the achievements in 
production, the spread of education among the masses, the promotion 
of health and recreation, etc., as well as the terrible drawbacks of a 
system of class dictatorship: terrorism, espionage, decimation of the 
intelligentsia through secret arrests and sabotage trials, deportation of 
peasants. Every traveler to Russia should read how he describes the 
difference in a visit to a free country and to one under dictatorship. 
The author has kept his sense of proportion and his capacity for judg- 
ment and therefore the book reveals a most thorough knowledge and 
understanding of Russian conditions. It is a reliable guide for all who 
wish to understand the aim, achievements and sociological significance 
of the Soviet regime. 

FRIEDA WUNDERLICH 
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